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PREFACE TO TPIE FIRST EDITION 

Ecoxomic conditions are constantly changing, and each generation 
looks at its own problems in its own way. In England, as well as on 
the Continent and in America, Economic studies are being more 
vigorously pursued now than ever before ; but all this activity has 
only shown the more clearly that Economic science is, and must be, 
one of slow and continuous growth. Some of the best work of the 
present generation has indeed appeared at first sight to be antago- 
nistic to that of earlier uTiters ; but when it has had time to settle 
down into its proper place, and its rough edges have been worn away, 
it has been found to involve no real breach of continuity in the 
development of the science. The new doctrines have supplemented 
the older, have extended, developed, and sometimes corrected them, 
and often have given them a different tone by a new distribution of 
emphasis ; but very seldom have subverted them. 

The present treatise is an attempt to present a modern version of 
old doctrines ^\ith the aid of the new work, and with reference to 
the new problems, of our own age. Its general scope and purpose 
are indicated ih Hook I ; at the end of which a short account is 
given of what are taken to be the chief subjects of economic inquiry, 
and the chief practical issues on which that inquiry has a bearing. 
In accordance with English traditions, it is held that the function 
of the science is to collect, arrange and analyse economic facts, and! 
to apply the knowled ge, gained by observation and experience.. .inJ 
determining wnat arc lilcely to be the immediate and ultimate effects 
of various groujis of causes; and it is held that the Laws of Eco- 
nomics arc statements of tendencies expressed in the indicative mood, 
and not ethical precepts in the imjierative. Economic laws and 
reasonings in fact are merely a part of the material which Conscience 
and Common-sense have to turn to account in solving practical 
problems, and m laying down rules which may be a guide in life. 

But ethical forces are among those of which the economist has to 
take account. Attempts have indeed been made to construct an 
abstract science with regard to the actions of an “ economic man,” 
who is under no ethical influences and who pursues pecuniary gain 
warily and energetically, but mechanically and sblfishly. But they 
ha^ not been successful, nor even thoroughly carried out. For 
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they have never really treated the economic man as perfectly selfish : 
no one could be relied on better to endure toil and sacrifice with the 
unselfish desire to make provision for his family; and his normal 
motives have always been tacitly assumed to include the family 
affections. But if they include these, why should they not include 
all other altruistic motives the action of which is so far uniform in any 
class at any time and place, that it can be reduced to general rule ? 
There seems to be no reason ; and in the present book normal action 
is taken to be that which may be expected, under certain conditions, 
from the members of an industrial group ; and no attempt is made 
to exclude the influence of any motives, the action of which is regular, 
merely because they are altruistic. If the book has any special 
character of its own, that may perhaps be said to lie in the prominence 
which it gives to this and other applications of the Principle of 
Continuity. 

This principle is applied not only to the ethical quality of the 
motives by which a man may be influenced in choosing his ends, 
but also to the sagacity, the energy and the enterprise with which 
he pursues those ends. Thus stress is laid on the fact that there is a 
continuous gradation from the actions of “ city men,” which arc 
based on deliberate and far-reaching calculations, and arc executed 
with vigour and ability, to those of ordinary people who have neither 
the power nor the will to conduct their affairs in a business-like way. 
The normal willingness to save, the normal willingness to undergo a 
certain exertion for a certain pecuniary reward, or the normal alertness 
to seek the best markets in which to buy and sell, or to search out the 
most advantageous occupation for oneself or for one’s children — all 
these and .similar phrases mu.st be relative to the members of a 
particular class at a given place and time : but, when that is once 
understood, the theory of normal value is applicable to the actions 
of the unbusiness-like classes in the same way, though not with the 
same precision of detail, as to those of the merchant or banker. 

And as there is no sharp line of division between conduct which is 
normal, and that which has to be provisionally neglected as abnormal, 
so there is none between normal values and ” current ” or “ market ” 
or “ occasional ” values. The latter are those values in which the 
accidents of the moment exert a preponderating influence; while 
normal values are those which would be ultimately attained, if the 
economic conditions under view had time to work out imdisturbed 
their full effect. But there is no impas.sable gulf between these two ; 
they shade into one another by continuous gradations. The values 
which we may regard as normal if we are thinking of the chariges 
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from hour to hour on a Produce Exchange, do but indicate current 
variations with regard to the year’s history : and the normal values 
with reference to the year’s history are but current values with 
reference to the history of the century. For the element of Time, 
which is the centre of the chief difficulty of almost every economic 
problem, is itself absolutely continuous : Nature knoivs no absolute 
partition of time into long periods and short ; but the two shade into 
one another by imperceptible gradations, and w’hat is a short period 
for one problem, is a long period for another. 

Thus for instance the greater part, though not the whole, of the 
distinction betiveen Rent and Interest on capital turns on the length 
of the period which we have in view. That which is rightly regarded 
as interest on “ free ” or “ floating ” capital, or on new^ investments 
of capital, is more properly treated as a sort of rent — a Qiiasi-reyit 
it is called below — on old investments of capital. And there is no 
sharp line of division between floating capital and that which has 
been “ sunk ” for a special branch of production, nor between new 
and old investments of capital; each group shades into the other 
gradually. And thus even the rent of land is seen, not as a thing by 
itself, but as the leading species of a large genus ; though indeed it 
has peculiarities of its own which are of vital importance from the 
point of view of theory as well as of practice. 

Again, though there is a sharp line of division between man him- 
’ self and the appliances which he uses ; and though the supply of, 
and the demand for, human efforts and sacrifices have peculiarities 
of their own, Avhich do not attach to the suiiply of, and the demand 
for, material goods ; yet, after all, these material goods are them- 
selves generally the result of human efforts and sacrifices. The 
theories of the values of labour, and of the things made by it, cannot 
be separated : they are parts of one great whole ; and what differ- 
ences there are between them even in matters of detail, turn out on 
inquiry to be, for the most part, differences of degree rather than of 
kind. As, in spite of the great differences in form between birds 
and quadrupeds, there is one Fundamental Idea running through all 
their frames, so the general theory of the equilibrium of demand and 
supply is a Fundamental Idea running through the frames of all the 
various parts of the central problem of Distribution and Exchange.^ 

^ In tho Ecnnomica of IndiiKiry published by my ^ife and myself in 1879 an en- 
deavour was made to show tlio nature of this fundamental unity. A short provisional 
account of tho relations of demand and supply was ^iven beforo the theory of Distri- 
bution ; and then this ono schemo of goiioral reasoning u as applied in succession to the 
earnings of labour, tho interest on capital and tho Earnings o^ Management. But the 
drij| of this arrangement was not made suHicicntly clear ; and on Professor Nicholson’s 
suggestion, more prominence has been given to it in tho present volume. 
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Another application of the Principle of Continuity is to the use 
of terms. There has always been a temptation to classify economic 
goods in clearly defined groups, about which a number of short and 
sharp propositions could be made, to gratify at once the student’s 
desire for logical precision, and the popular lildng for dogmas that 
have the air of being profound and are yet easily handled. But 
great mischief seems to have been done by yielding to this temp- 
tation, and drawing broad artificial lines of division where Nature 
has made none. The more simple and absolute an economic doc- 
trine is, the greater will be the confu.sion which it brings into attempts 
to apply economic doctrines to practice, if the dividing lines to which 
it refers cannot be found in real life. There is not in real life a clear 
line of division between things that are and are not Capital, or that 
are and are not Necessaries, or again between labour that is and is 
not Productive. 

The notion of continuity with regard to development is common 
to all modern schools of economic thought, whether the chief in- 
fluences acting on them are those of biology, as represented by the 
writings of Herbert Spencer; or of history and philosophy, as 
represented by Hegel’s Philotophy of History, and by more recent 
ethico-historical studies on the Continent and elsewhere. These 
two kinds of influences have affected, more than any other, the sub- 
stance of the views expressed in the present book ; but their form 
has been most affected by mathematical conceptions of continuity, 
as represented in Cournot’s Pn’jirtpes Mathemaliques de la Tkcoric 
(les Richesses. He taught that it is necessary to face the difficulty 
of regarding the various elements of an economic problem, — ^not as 
determining one another in a chain of causation, A determining B, 
B determining C, and so on — but as all mutually determining one 
another. Nature’s action is complex : and nothing is gained in the 
long run by pretending that it is simple, and trying to describe it in 
a series of elementary propositions. 

Under the guidance of Cournot, and in a less degree of von 
Thiinen, I was led to attach great importance to the fact that our 
observations of nature, in the moral as in the physical world, relate 
not so much to aggregate quantities, as to increments of quantities, 
and that in particular the demand for a thing is a continuous 
function, of which the “ marginal ” ^ increment is, in stable equili- 
brium, balanced against the corresponding increment of its cost of 

‘ The term “ mnr{;inal ’* increment I borrowed from *von Thunen’s Der iaohrte 
Staat, 1826-G3, and it li now c ommonly used by Gorman economists. When Jovona* 
Theory appeared, I adopted Ids word “ final but I Imvo been gradually conv,^ed 
that ** marginal *’ is the better. 
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production. It is not easy to get a clear full view of continuity in 
this aspect without the aid cither of mathematical symbols or of 
diagrams. The use of the latter requires no special knowledge, and 
they often express the conditions of economic life more accurately, 
as well as more easily, than do mathematical symbols ; and therefore 
they have been applied as supplementary illustrations in the foot- 
notes of the present volume. The argument in the text is never 
dependent on them; and they may be omitted; but experience 
seems to show that they give a firmer grasp of many important 
principles than can be got without their aid; and that there are 
many problems of pure theory, which no one who has once learnt 
to use diagrams will willingly handle in any other way. 

The chief use of pure mathematics in economic questions seems 
to be in helping a person to write down quickly, shortly and exactly, 
some of his thoughts for his own use ; and to make sure that he has 
enough, and only enough, premisses for his conclusions (i.e. that his 
equations are neither more nor less in number than his unknowns). 
But when a great many symbols have to be used, they become very 
laborious to any one but the writer himself. And though Cournot’s 
genius must give a new mental activity to everyone who passes 
through his hands, and mathematicians of calibre similar to his may 
use their favourite w'eapons in clearing a way for themselves to the 
centre of some of those difficult problems of economic theory, of 
which only the outer fringe has yet been touched; yet it seems 
doubtful whether any one spends his time well in reading lengthy 
translations of economic doctrines into mathematics, that have not 
been made by himself. A few specimens of those applications of 
mathematical language which have proved most useful for my own 
purposes have, however, been added in an Appendix. 

September 1890. 
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This edition is a reprint of the seventh, which was almost a reprint 
of the sixth, the only changes being in small matters of detail : the 
Preface is almost the same as in the seventh edition. 

It is now thirty years since the first edition of this volume implied 
a promise that a second volume, completing the treatise, would 
appear within a reasonable time. But I had laid my plan on too 
large a scale ; and its scope widened, especially on the realistic side, 
with every pulse of that Industrial Revolution of the present genera- 
tion, which has far outdone the changes of a century ago, in both 
rapidity and breadth of movement. So ere long I was compelled 
to abandon my hope of completing the work in two volumes. My 
subsequent plans were changed more than once ; partly by the course 
of eveats, partly hy my other engagements, and the decline of my 
strength. 

Indusiry and Trade, published in 1919, is in effect a continuation 
of the present volume. A third (on Trade, Finance and the Indus- 
trial Future) is far advanced. The three volumes are designed to 
deal with all the chief problems of economic.s, so far as the writer’s 
power extends. 

The present volume therefore remains as a general introduction 
to the study of economic science; .simdar in some respects, though 
not in all, to that of volumes on Foundalions (Grimllagen), wliich 
Roscher and some other economists have put in the forefront of 
groups of semi-independent volumes on economics. It avoids such 
special topics as currency and the organization of markets : and, in 
regard to such matters as the structure of industry, employment, 
and the problem of wages, it deals mainly with normal conditions. 

Economic evolution is gradual. Its progress is sometimes 
arrested or reversed by political catastroplies : but its forward move- 
ments are never sudden; for oven in the Western world and in 
Japan it is based on habit, partly conscious, partly unconscious. 
And though an inventor, or an organizer, or a financier of genius 
may seem to have modified the economic structure of a people almost 
at a stroke ; yet that part of his influence, which has not been merely 
Bupifficial and transitory, is found on inquiry to have done little 
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more than bring to a head a broad constructive movement which 
had long been in preparation. Those manifestations of nature 
which occur most frequently, and are so orderly that they can be 
closely watched and narrowly studied, are the basis of economic as 
of most other scientific work ; while those which are spasmodic, in- 
frequent, and diflicult of observation, are commonly reserved for 
special examination at a later stage : and the motto Nalura non 
facit salium is specially appropriate to a volume on Economic 
Foundations. 

An illustration of this contrast may be taken from the distribu- 
tion of the study of large businc.sses between the present volume and 
that on Indvsinj and Trade. When any branch of industry offers 
an open field for new firms which rise to the first rank, and perhaps 
after a time decay, the normal co.st of production in it can be esti- 
mated with reference to a representative firm,” which enjoys a 
fair share both of those internal economies which belong to a well- 
organized individual business, and of those general or external 
economies which arise out of the collective organization of the 
district as a whole. A study of such a firm belongs properly to a 
volume on Foundations. So also does a study of the principles on 
which a firmly established monopoly, in the hands of a (Jovernment 
department or a largo railway, regulates its prices with main refer- 
ence indeed to its own revenue ; but also with more or less considera- 
tion for the wellbeing of its customers. 

But normal action falls into the background, when Trusts are 
striving for the mastery of a large market ; when communities of 
interest are being made and unmade; and, above all, when the 
policy of any particular establishment is likely to be governed, not 
with a single eye to its own business success, but in subordination 
to some large stock-exchange manoeuvre, or some campaign for the 
control of markets. Such matters cannot be fitly discus, sed in a 
volume on Foundations : they belong to a volume dealing with 
some part of the iSuperstructnrc. 

The Mecca of the economist lie.s in economic biology rather than 
in economic dynamics. But biological conceptions are more com- 
plex than those of mechanics; a volume on Foundations must 
therefore give a relatively large place to mechanical analogies ; and 
frequent use is made of the term “ equilibrium,” which suggests 
something of statical analogy. This fact, combined with the pre- 
dominant attention paid in the present volume to the normal 
conditions of life in the modern age, has sugge.sted the notion that 
its central idea is “ statical,” rather than “ dynamical.” Bdt in 
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fact it is concerned throughout with the forces that cause movement : 
and its key-note is that of dynamics, rather than statics. 

The forces to be dealt with are however so numerous, that it is 
best to take a few at a time ; and to work out a number of partial 
solutions as auxiliaries to our main study. Thus we begin by isolat- 
ing the primary relations of supply, demand and price in regard to a 
particular commodity. We reduce to inaction all other forces by 
the phrase “ other things being equal we do not suppose that they 
are inert, but for the time we ignore their activity. This scientific 
device is a great deal older than science : it is the method by which, 
consciously or unconsciously, sensible men have dealt from time 
immemorial with every difficult problem of ordinary life. 

In the second stage more forces are released from the hj^po- 
thetical slumber that had been imposed on them : changes in the 
conditions of demand for and supply of particular groups of com- 
modities come into play: and their complex mutual interactions 
begin to be observed. Gradually the area of the dynamical problem 
becomes larger ; the area covered by provisional statical assumptions 
becomes smaller ; and at last is reached the great central problem 
of the Distribution of the National Dividend among a vast number 
of different agents of production. Meanwhile the dynamical prin- 
ciple of “ Substitution ” is seen over at work, causing the demand 
for, and the supjily of, any one set of agents of production to be 
influenced tlirough indirect chamiels by the movements of demand 
and supply in relation to other agents, even though situated in far 
remote fields of industry. 

The main concern of economics is thus with human beings who 
are impelled, for good and evil, to change and progress. Fragment- 
ary statical hypotheses are used as temporary auxiliaries to dynam- 
ical — or rather biological — conceptions : but the central idea of 
economics, even when its Foundations alone are under discu.s.sion, 
must be tluit of living force and movement. 

There have been stages in social history in which the special 
features of the income yielded by the ownership of land have 
dominated human relations : and perhaps they may again assert a 
lire-eminence. But in the present age, the opening out of new 
countries, aided by low transport charges on land and sea, has 
almost suspended the tendency to Diminishing Return, in that 
sense in which the term was used by Malthus and Ricardo, when the 
English labourers’ weekly wages were often less than the price of 
half a bushel of good wheat. And yet, if the groVth of population 
shomd continue for very long even at a quarter of its present rate. 
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the aggregate rental values of land for all its uses (assumed to be as 
free as now from restraint by public authority) may again exceed the 
aggregate of incomes derived from all other forms of material 
property; even though that may then embody twenty times as 
much labour as now. 


Increasing stress has been laid in successive editions up to the 
present on these facts ; and also on the correlated fact that in every 
branc h of production nnfl trad e there is-a-maigin, up^ to which an 
increased application of any agent. .wilLbe-profitable. under given 
conditions; but beyond which its further application will yield a 
diminishing return unless there be some increase of demand accom- 


panied by an appropriate increase of other agents of production 
needed to co-operate with it. And a similar increasing stress has 
been laid on the complementary fact that this notion of a margin is 
not imiform and absolute : it varies with the conditions of the 


problem in hand, and in particular with the period of time to which 
reference is being made. The rules are universal that, (1) marginal 
costs do not govern price; (2) it is only at the margin that the 


action of those forces which do govern price can be made to stand 
out in clear light; and (3) the margin, which must be studied in 
reference to long periods and enduring results, diilers in character as 
well as in extent from that which must be studied in reference to 


short periods and to passing fluctuations. 

Variations in the nature of marginal costs are indeed largely 
responsible for the well-known fact that those effects of an economic 
cause, which are not easily traced, are frequently more important 
than, and in the opposite direction to, those which lie on the surface 
and attract the eye of the casual observer. This is one of those 
fundamental difficulties which have underlain and troubled the 


economic analysis of past times ; its full significance is perhaps not 
yet generally recognized, and much more work may need to be done 
before it is fully mastered. 

The new analysis is endeavouring gradually and tentatively to 
bring over into economics, as far as the widely different nature of the 
material will allow, those methods of the science of small increments 


(commonly called the differential calculus) to which man owes 
directly or indirectly the greater part of the control that he has 
obtained in recent times over physical nature. It is still in its 
infancy ; it has no dogmas, and no standard of orthodoxy. It has 
not yet had time to obtain a perfectly settled terminology; and 


some differences as to the best use of terms and other subordijjate 
matters are but a sign of healthy life. In fact however there is a 
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remarkable harmony and agreement on essentials among those who 
are working constructively by the new method; and especially 
among such of them as have served an apprenticeship in the simpler 
and more definite, and therefore more advanced, problems of physics. 
Ere another generation has passed, its dominion over that limited 
but important field of economic inquiry to which it is appropriate 
will probably be no longer in dispute. 

My wife has aided and advised me at every stage of successive 
editions of this volume. Each one of them owes a great deal to her 
suggestions, her care, and her judgment. Dr Keynes and Mr L. L. 
Price read through the proofs of the first edition and helped me 
greatly ; and Mr A. W. Flux also has done much for me. Among 
the many who have helped me on special points, in some cases in 
regard to more than one edition, I would specially mention Professors 
Ashley, Cannan, Edgeworth, Haverfield, Pigou and Taussig; Dr 
Berry, Mr C. R. Fay, and the late Professor Sidgwick. 

Baijuol Croft, 

6 M-vdixoley Road, C.uiDRiD(iE. 

October 1920 . 


Note. A comparative index relating this resetting of the Eighth 
Edition to the original setting will be found on pp. 720-731. 
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of industries, illustration from the recent lii-tory of England pp. 222-231 

Chapter XI. Industrial organization, continued. Production on a 

large scale. $i. The ty]iipal industries for our present jmriiose are those 
of maiiuracturc. The ocoimmy of material. 2 4. The advantages of a 
largo factory in the use and im|iro\ eraent of specialized machinery ; in buying 
and selling ; in a])c<'ializcd skill ; and in the subdivision of the work of business 
management. Advantages of the small manufacturer in superintendence. 
Modem developments of knon ledge act in a great measure on bis side. § 5. 
In trades which oiler great economies to prodtiction on a large scale, a firm may 
grow rapidly ; provided it can market easily but often it cannot do that. 
§ 0. Largo and small trading establishments. § 7. 'J’ho carrying trades. 
Mines and riuarries ....... pp. 232-242 
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low price § 2 The jnimd facte mterest of the monopolist is to get the maxi- 
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Chapter XV. Summary of the general theory of eqmhbiium of demand 
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THE DISTMEUTIOK OF THE NATIONAL INCOME 
Chapter I. PreUminary survey of distribution. § i The drift of the 

Book as a whole i| 2 The Ph>siociats assumed, in accoidance with the 
peouliai ciicumstanccs of then country and time, that wages were at their 
lowest possible Ici d, and that much the same w .as true of the mtcicst on capital. 
These iigid assumptions wcic partially relaxed by Adam Smith, and by 
Malthus 3-0 A scries of lixpothctinl illiistiations of the infiuenco of 
demand on disUibution ciiiwn fiom .x society, in which ihe problem of the 
relations betw cen c ipital and laboiii doc s not c xist § 7 The net product of a 
particulai kind ot laboui illustrated bj a worker of normal cfpi lenci/, whose 
employment causes no additionil mdiiect cost, but whose woik comes only 
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on the accumulation of capital and olhci foims of wealth, by the benefits to 
be doiived from saying. ^ 5 Land may be regarded as a special form of 
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aj^lication of the lesouices of an indn idual in pioduction . but it stands on a 
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different footing from capital relatively to that normal inflnenoo of the forces 
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Chapter VI. Interest of capital. ^^13 The theory of mtciest has been 
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change It was misconceived in the Middle Ages, and by Sodbeitus and 
Marx ^ 4 5 The Giosa interest paid by the borrower includLs some in- 
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IS net mtciest dots ^ 6 The tcim Rite of Interest needs to be applied with 
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pui chasing power of money and chin^is iii the lato of inttrtst pji 482-494 

Chapter VII. Profits of capital and business power. § i struggle 

for Survival among business men Servitta of those who pioneer §§ 2— t 
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Chapter X. Land tenure. § i Early forms of Land tenuie have generally 
been based on partnerships, the terms of which aic dctei mined by custom, 
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CIIAPTEE I 
IXTRODUCTION 

§ 1. PoLiTic-M, Economy or Economics is a study of mankind in i, ,, i. 
the ordinary business of life ; it examines that part of individual and 
social action which is most closely connected with the attainment 
and with the use of the material requisites of wellbeing. 

Thus it is on the one side a study of wealth; and on the other, Economics 
and more important side, a part of the study of man. For man’s 
character has been moidded by his every-day work, and the material and a part 
resources which he thereby procures, more than by any other “tudy of 
influence unless it be that of his religious ideals; and the two great 
forming agencies of the world’s history have been the religious and 
the economic. Here and there the ardour of the military or the 
artistic spirit has been for a while predominant ; but religious and 
economic influences have nowhere been dis])laccd from the front 
rank even for a time; and they have nearly always been more 
important than all others put together. Religious motives are more 
intense than economic, but their direct action seldom extends over so 
large a jiart of life. For the business by whicli a person earns his Man’a 
livelihood generally fills his thoughts during by far the greater part 
of those hours in which his mind is at its best; during them his lus daily' 
character is being formed hy the nay in uhieh he uses hi.s faculties in 
his woi'k, by the thoughts and the feelings which it suggests, and by 
his relations to his as.soeiatc,s in u ork, his employers or hi.s employees. 

And very often the influence exerted on a person’s character by Poverty 
the amount of his income is hardly less, if it is le.ss, than that exerted 
by the way in which it is earned. It may make little difference to 
the fulness of life of a family whether its yearly income is £1000 or 
£6000; but it makes !i very gi’cat difference wlictbqr the income is 
£30 om£150 ; for with £150 the family has, with £30 it has not, the 
material conditions of a complete life. It is true that in religion, in 
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1. 1, 2. the family affections and in friendship, even the poor may find scope 
for many of those faculties which are the source of the highest 
happiness. But the conditions which surround extreme poverty, 
especially in densely crowded places, tend to deaden the higher 
faculties. Those who have been called the Eesiduum of our large 
towns have little opportunity for friendship ; they know nothing of 
the decencies and the quiet, and very little even of the unity of 
family life ; and religion often fails to reach them. No doubt their 
physical, mental, and moral ill-health is partly due to other causes 
than poverty ; but this is the chief cause. 

And, in addition to the Residuum, there are vast numbers of 
people both in town and country who are brought up with insufficient 
food, clothing, and house-room; nhose education is broken off early 
in order that they may go to work for wages ; who thenceforth are 
engaged during long hours in exhausting toil with imperfectly 
nourished bodies, and have therefore no chance of developing their 
higher mental faculties. Their life is not necessarily unhealthy or 
unhappy. Rejoicing in their affections towards God and man, and 
perhaps even possessing some natural refinement of feeling, they may 
lead lives that are far less incomplete than those of many, who have 
more material wealth. But, for all that, their poverty is a great and 
almost unmixed evil to them. Even when they are well, their 
w'eariness often amounts to pain, while their pleasures are few ; and 
when sickness comes, the suffering caused by poverty increases 
tenfold. And, though a contented spirit may go far towards recon- 
ciling them to these evils, there are others to which it ought not to 
reconcile them. Overworked and undertaught, weary and careworn, 
without quiet and without leisure, they have no chance of making 
the best of their mental faculties. 

Maywenot Although then some of the evils which commonly go with 
thellieiTef ^ot its necessary consequences ; yet, broadly speaking, 

that “the destruction of the poor is their poverty,” and the study of the 
Secre"^ry’? causcs of poverty is the study of the causes of the degradation of a 
large part of mankind. 

§ 2 . Slavery was regarded by Aristotle as an ordinance of nature, 
and so probably was it by the slaves themselves in olden time. The 
dignity of man was proclaimed by the Christian religion : it has been 
asserted with increasing vehemence during the last hundred years : 
but, only through the spread of education during quite recent times, 
arc we beginning to feel the full import of the phrase. Now at last 
we are setting ourselves seriously to inquire whether it is necessary 
that there should be any so-called " lower classes ” at all : that is. 
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whether there need be large numbers of people doomed from their i, i, 3. 
birth to hard work in order to provide for others the requisites of a 
refined and cultured life ; while they themselves are prevented by 
their poverty and toil from having any share or part in that life. 

The hope that poverty and ignorance may gradually be extin- 
guished, derives indeed much support from the steady progress of the 
working classes during the nineteenth century. The steam-engine 
has relieved them of much exhausting and degrading toil; wages' 
have risen ; education has been improved and become more general ; 
the railway and the printing-press have enabled members of the 
same trade in different parts of the country to communicate easily 
with one another, and to undertake and carry out broad and far- 
seeing lines of policy ; while the growing demand for intelligent work 
has caused the artisan classes to increase so rapidly that they now 
outnumber those whose labour is entirely unskilled. A great part 
of the artisans have ceased to belong to the ‘‘ lower classes ” in the 
sense in which the term was originally used; and some of them 
already load a more refined and noble life than did the majority of 
the upper classes even a century ago. 

This progress had done more than anything else to give practical 
interest to the question whether it is really impossible that all sliould 
start in the world with a fair chance of leading a cultured life, free 
from the pains of poverty and the stagnating inflilences of excessive 
mechanical toil ; and this question is being pressed to the front by 
the growing earnestness of the age. 

The question cannot be fully answered by economic science. 

For the answer clc])ends partly on the moral and political capabilities 
of human nature, and on these matters the economist has no special 
means of information ; he must do as others do, and guess as best he 
can. But the answer depends in a great measure upon facts and 
inferences, which are within the province of economics ; and this it is 
which gives to economic studies their chief and their highest interest. 

§ 3. It might have been expected that a science, which deals Causes ot 
with questions so vital for the wellbeing of mankind, would have 
engaged the attention of many of the ablest thinkers of every age, Monomio 
and be now well advanced towards maturity. But the fact is that 
the number of scientific economists has always been small relatively 
to the difficulty of the work to be done ; so that the science is still 
almost in its infancy. One cause of this is that the bearing of 
economics on the higher wellbeing of man has b^cn overlooked. 

Indeed a science which has wealth for its subject-matters, is often 
repugnant at first sight to many students ; for those who do most to 
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1, 1, 4. advance the boundaries of knowledge, seldom care much about the 
possession of wealth for its own sake. 

ciiangcfui- But a more important cause is that many of those conditions of 
ecmoLc industrial life, and of those methods of production, distribution and 
conditions, consumption, with which modern economic science is concerned, are 
themselves only of recent date. It is indeed true that the change in 
substance is in some respects not so great as the change in outward 
form; and much more of modem economic theory, than at first 
appears, can be adapted to the conditions of backward races. But 
unity in substance, underlying many varieties of form, is not easy to 
detect ; and changes in form have had the effect of making writers 
in all ages profit less than they otherwise might have done by the 
work of their predecessors. 

The economic conditions of modern life, though more complex, 
are in many ways more definite than those of earlier times. Business 
is more clearly marked off from other concerns; the rights of 
individuals as against others and as against the community are more 
sharply defined ; and above all the cmaneipation from custom, and 
the growth of free actianty, of constant forethought and restless 
enterprise, have given a new precision and a new prominence to the 
causes that govern the relative values of different things and different 
kinds of labour. 

Thofunda. § 4 . It is often said that the modern forms of industrial life are 
distinguished from the earlier by being more competitive. But this 
of modem account is not quite satisfactory. The strict meaning of competition 
life is seems to be the racing of one person against another, with special 
^titSn, reference to bidding for the sale or purchase of anything. This kind 
of racing is no doubt both more intense and more widely extended 
than it used to be : but it is only a secondary, and one might almost 
say, an accidental consequence from the fundamental characteristics 
of modern industrial life. 

but self. There is no one term that will express these characteristics 
Jndc”'*’’ adequately. They arc, as we shall presently sec, a certain inde- 
pendence, pendcnce and habit of choosing one’s own course for oneself, a self- 

tlolibcrate ^ i vi • i a , . . 

choice and reliance; a deliberation and yet a promptness of choice and judg- 
thwgbt. ii^cnt, and a halnt of forecasting the future and of shaping one’s 
course with reference to distant aims. They may and often do cause 
people to compete with one another ; but on the other hand they may 
tend, and just now indeed they arc tending, in the direction of co- 
operation and combination of all kinds good and evil. But these 
tendencies towards collective ownership and collective action are 
quite different from those of earlier times, because they are the result 
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not of custom, not of any passive drifting into association with one’s i, i, 4. 
neighbours, but of free choice by each individual of that line of 
conduct whicli after careful deliberation seems to him the best 
suited for attaining his ends, whether they are selfish or unselfish. 

The term “ competition ” has gathered about it evil savour, and “Com- 
has come to imply a certain selfishness and indifference to the well- 
being of others. Now it is true that there is less deliberate selfish- “ 
ness in early than in modern forms of industry ; but there is also less too uttie. 
deliberate imselfishness. It is deliberateness, and not selfishness, 
that is the characteristic of the modem age. eeiHsiithan 

For instance, while custom in a primitive society extends the 
limits of the family, and prescribes certain duties to one’s neigh- 
bours which fall into disuse in a later civilization, it also prescribes 
an attitude of hostility to strangers. In a modem society the 
obligations of family kindness become more intense, though they are 
concentrated on a narrower area ; and neighbours arc put more nearly 
on the same footing with strangers. In ordinary dealings with both 
of them the standard of fairness and honesty is lower than in some 
of the dealings of a primitive people with their neighbours : but it is 
much higher than in their dealings with strangers. Thus it is the 
ties of neighbourhood alone that have been relaxed : the ties of 
family are in many ways stronger than before, family affection leads 
to much more self-sacrifice and devotion than it used to do ; and 
sympathy with those who are strangcra to us is a growing source of 
a kind of deliberate unselfishness, that never existed before the 
modern ago. That country which is the birthplace of modern 
competition devotes a larger part of its income than any other to 
chiiritable uses, and spent tv enty millions on purchasing the freedom 
of the slaves in the AVest Indies. 

In every age poets and social reformers have tried to stimulate the 
people of their own time to a nobler life by enchanting stories of the 
virtues of the heroes of old. But neither the records of history nor the 
contemporary observation of backward races, when carefully studied, 
give any support to the doctrine that man is on the whole harder and 
harsher than he was ; or that he was ever more wilUng than he is now 
to sacrifice his owm happiness for the benefit of others in cases where 
custom and law have left him free to choose his own course. Among 
races, whose intellectual capacity seems not to have developed in any 
other direction, and who have none of the originating power of the 
modern business man, there will be found many wl),o show an evil 
sagacity in driving a hard bargain in a market even with their 
neighbours. No traders are more unscrupulous in taking advantage 
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of the necessities of the unfortunate than are the corn-dealers and 
money-lenders of the East. 

Again, the modem era has undoubtedly given new openings for 
dishonesty in trade. The advance of knowledge has discovered new 
ways of making things appear other than they are, and has rendered 
possible many new forms of adulteration. The producer is now far 
removed from the ultimate consumer; and his wrong-doings are not 
visited with the prompt and sharp punishment which falls on the 
head of a person who, being bound to live and die in his native 
village, plays a dishonest trick on one of his neighbours. The 
opportunities for knavery are certainly more numerous than they 
were; but there is no reason for thinking that people avail them- 
selves of a larger proportion of such opportunities than they used to 
do. On the contrary, modern methods of trade imply habits of 
trustfulness on the one side and a power of resisting temptation to 
dishonesty on the other, which do not exist among a backward 
people. Instances of simple truth and personal fidelity are met with 
under all social conditions : but those who have tried to establish 
a business of modern tj-pc in a backward country find that they can 
scarcely ever depend on the native population for filling posts of 
trust. It is even more difficult to dispense with imported assistance 
for work, which calls for a strong moral character, than for that 
which requires great skill and mental ability. Adulteration and 
fraud in trade were rampant in the middle ages to an extent that is 
very astonishing, when we consider the difficulties of wrong-doing 
without detection at that time. 

In every stage of ci^dlization, in which the power of money has 
been prominent, poets in verse and prose have delighted to depict a 
past truly “ Golden Age,” before the pressure of mere material gold 
had been felt. Their idyllic pictures have been beautiful, and have 
stimulated noble imaginations and resolves ; but they have had very 
httle historical truth. Small communities with simple ■wants for 
which the bounty of nature has made abundant provisions, have 
indeed sometimes been nearly free from care about their material 
needs, and have not been tempted to sordid ambitions. But 
whenever vre can penetrate to the inner life of a crowded population 
under primitive conditions in our own time, w'e find more want, more 
narrowness, and more hardness than was manifest at a distance : 
and we never find a more widely diffused comfort alloyed by less 
suffering than- exists in the western world to-day. Wo ought 
therefore not to brand the forces, which have made modorn»x:iviliz- 
ation, by a name ■which suggests evil. 



COMPETITION, PAST AND PRESENT ^ 

It is perhaps not reasonable that such a sugffcstion should attach t, i, 4. 
bo the term “competition"; but in fact it docs. In fact, when 
competition is arraigned, its anti-social forms are made prominent ; cp">i>Bt>- 
and care is seldom taken to inquire whether there are not other twoUmUs, 
forms of it, which arc so essential to the maintenance of energy and 
spontaneity, that their cessation might pro!)al)ly be injurious on the 
balance to social well being. Tlie traders or producers, who find that construe 
a rival is offering goods at a lower price than will yield them a good 
profit, are angered at his intru‘?ion, and complain of being wTonged ; 
even though it may be true that those who buy the cheaper goods are 
in greater need than themselves, and that the energy and resource- 
fulness of their rival is a social gain. In many cases the “ regulation 
of competition ” is a misleading term, that veils the formation 
of a privileged class of producers, who often use their combined 
force to frustrate the attempts of an able man to rise from a lower 
class than their own. Under the pretext of repressing anti-social 
competition, they deprive him of the lilierty of carving out 
for himself a new career, where the services rendered by him 
to the consumers of the commodity would be greater than the 
injuries, that he inflicts on tiic refativefy small group w'hich objects 
to his competition. 

If competition is contrasted with energetic co-operation in Even con- 
unselfish work for the public good, then even the best forms of^I^p^™ 
competition arc relatively evil ; while its harsher and meaner forms “ ii's 
arc hateful. And in a world in which all men were perfectly virtuous, tiinn S 
competition would be out of place ; but so also would be private 
property and every form of private right. Men woukl think only tn'». 
of their duties ; and no one would desire to have a larger share of the 
comforts and luxuries of life than bis neighbours. Strong producers 
could easily bear a touch of hardship ; so they would v ish that their 
weaker neighbours, while producing le.ss should consume more. 

Happy in this thought, they would work for the general good with 
all the energy, the invcntivcne.ss, and the eager initiative that 
belonged to them ; and mankind would be metorious in contests with 
nature at every turn. Such is the Golden Age to which poets and 
dreamers may look forward. But in the rc.sponsible conduct of 
affairs, it is worse than folly to ignore the imperfections which still 
cling to human nature. 

History in geneiTi], and especially the history of socialistic 
ventures, shows that ordinary men are seldom capable of pure ideal 
altruisni for any considerable time together; and that the exceptions 
are to be found only when the masterful fervour of a small band of 
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religious enthusiasta makes material concerns to count for nothing in 
comparison with the higher faith. 

No doubt men, even now, arc capable of much more unselfish 
service than they generally render : and the supreme aim of the 
economist is to discover how this latent social asset can be developed 
most quickly, and turned to account most wisely. But he must not 
decry competition in general, without analysis ; he is bound to retain 
a neutral attitude towards any particular manifestation of it until 
he is sure that, human nature being what it is, the restraint of 
competition would not be more anti-social in its working than the 
competition itself. 

We may conclude then that the term “ competition ” is not well 
suited to describe the special characteristics of industrial life in the 
modern age. We need a term that docs not imply any moral 
qualities, whether good or evil, but which indicates the undisputed 
fact that modem business and industry are characterized by more 
self-reliant habits, more forethought, more deliberate and free choice. 
There is not any one term adequate for this purpose : but Freedom 
of Industry and Enterprise, or more shortly. Economic Freedom, 
points in the right direction : and it may l)c used in the absence of a 
better. Of course this deliberate and free choice may lead to a 
certain departure from individual freedom when co-operation or 
combination seems to offer the best route to the desired end. The 
questions how far these deliberate forms of association are likely to 
destroy the freedom in which they had their origin and how far they 
are likely to he conducive to the public weal, lie beyond the scope 
of the present volume.^ 

§ 5. This introductory chapter was followed in earlier editions by 
two short sketches : the one related to the growth of free enterprise 
and generally of economic freedom, and the other to the growth of 
economic science. They have no claim to Ije systematic histories, 
however compressed ; they aim only at indicating some landmarks on 
the routes by which economic structure and economic thought have 
travelled to their present position. They are now transferred to Ap- 
pendices A and B at the end of this volume, partly because their full 
drift can best be seen after some acquaintance has been made with the 
subject-matter of economics; and partly because in the twenty years, 
which have elapsed since they were first uuitten, public opinion as to 
the position which the .study of economic and social science should 
hold in a liberal education has greatly developed. There is less need 

^ They occupy a considerable place in the forthcoming volumes on In^utiry and 
Trade. 
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now than formerly to insist that the economic problems of the present r, i, «. 
generation derive much of their subject-matter from technical and 
social changes that are of recent date, and that their form as well as 
their urgency assume throughout the effective economic freedom of 
the mass of the people. 

The relations of many ancient Greeks and Romans with thcTiie 
slaves of their households were genial and humane. But even in 
Attica the physical and moral wellbeing of the great body of the freedom, 
inhabitants was not accepted as a chief aim of the citizen. Ideals 
of life were high, but tliey concerned only a few : and the doctrine 
of value, which is full of complexities in the modem age, could then 
have been worked out on a plan ; such as could be conceived to-day, 
only if nearly all manual work were superseded by automatic 
machines which required merely a definite allowance of steam-power 
and materials, and had no concern with the requirements of a full 
citizen’s life. Much of modem economics might indeed have been 
anticipated in the town.s of the Middle Ages, in which an intelligent 
and daiing spirit was for the first time combined with patient 
industry. But they wore not loft to work out their career in peace ; 
and the world had to wait for the dawn of the new economic era till a 
whole nation was ready for the ordeal of economic freedom. 

England especially was gradually prepared for the task ; but The early 
ton ards the end of the eighteenth century, the changes, which had 
so far been slow and gradual, suddenly became rapid and violent. 
Mechanical inventions, the concentration of industries, and a system Engiomi. 
of manufacturing on a large scale for distant markets broke up the 
old traditions of industry, and left everyone to bargain for himself as 
best he might; and at tlie same time they’ stimulated an increase of 
population for which no provision had been made beyond standing- 
room in factories and workshops. Thus free competition, or rather, 
freedom of industry and cnterjuisc, was set loose to run, like a huge 
untrained monster, its wayward course. The abuse of their new 
power by able but uncultured business men led to evils on every 
side ; it unfitted mothers for their duties, it weighed down children 
with overwork and disease ; and in many places it degraded the race. 
Meanwhile the kindly meant recklessness of the poor law did even 
more to lower the moral and physical energy of Englishmen than the 
hard-hearted recklessness of the manufacturing discipline : for by 
depriving the people of those qualities which would fit them for the 
new order of things, it increased the evil and diminished the good 
caused by the advent of free enterprise. 

And the time at which free enterprise was snowing itscll in acionce. 
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1, 1. 5. an unnaturally harsh form, was the very time in which economists 
were most lavish in their praises of it. This was partly because they 
saw clearly, what we of this generation have in a great measure 
forgotten, the cruelty of the yoke of custom and rigid ordinance 
which it had dis])laced ; and partly because the general tendency of 
Englishmen at the time was to hold that freedom in all matters, 
political and social, was worth having at every cost except the loss of 
security. But partly also it was that the productive forces which 
free enterprise was giving to the nation, were the only means by 
which it could offer a successful resistance to Napoleon. Economists 
therefore treated free enterprise not indeed as an unmixed good, but 
as a less evil than such regulation as was practicable at the time. 

Adhering to the lines of thought that had been started chiefly 
by mediseval traders, and continued by French and English philo- 
sophers in the latter half of the eighteenth century, Ricardo and his 
followers developed a theory of the action of free enterprise (or, 
as they said, free competition), which contained many truths, that 
will be probably important so long as the world exists. Their wmrk 
was wonderfully complete within the narrow area w'hich it covered. 
But much of the best of it eonsists of problems relating to rent and 
the value of corn : — problems on the solution of which the fate of 
England just then seemed to depend; but many of which, in the 
particular form in which they were worki'd out by Ricardo, have 
very little direct bearing on the present state of things. 

A good deal of the rest of their work was narrowed by its regarding 
too exclusively the peculiar condition of England at that time ; and 
this narrownc.ss has caused a reaction. So that now, when more 
experience, more leisure, and greater material resources have 
enabled us to bring free ciitcqirisc somewhat under control, to 
diminish its power of doing evil and increase its power of doing good, 
there is growing up among many economists a sort of spite against 
it. Some even incline to exaggerate its e\ ils, and attribute to it the 
ignorance and suffering, which are the results cither of tyranny and 
oppression in past ages, or of the misunderstanding and mismanage- 
ment of economic freedom. 

Intermediate between these two extremes are the great body of 
economists who, working on parallel lines in many different countries, 
arc bringing to their studies an unbiassed desire to ascertain the 
truth, and a willingness to go through with the long and heavy work 
by w'hich alone scientific results of any value can be obtained. 
Varieties of mind, of temper, of training and of opportunities lead 
them to work in different w'ays, and to give their chief attention to 
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diffcient parts of the problem. All are bound more or less to collect 1. 1 . #. 
and arrange facts and statistics relating to past and present times ; 
and all are bound to occupy themsclvre more or less vrith analysis 
and reasoning on the basis of those facts which are ready at hand : 
but some find the former task the more attractive and absorbing, 
and others the latter. This division of labour, however, implies 
not opposition, hut harmony of purpose. The work of all adds 
something or other to that knowlctlge, which enables us to under- 
stand the infiuenccs everted on the quality and tone of man’s life by 
the manner m which he earns his livelihood, and by the character 
of that livelihood. 
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CHAPTER II 

THE SUBSTANCE OF ECONOMICS 

§ 1. Economics is a study of men as they live and move and 
think in the ordinary business of life. But it concerns itself chiefly 
with those motives which affect, most powerfully and most steadily, 
man’s conduct in the business part of his life. Everyone who is 
worth anything carries his higher nature with him into business; 
and, there as elsewhere, he is influenced by his personal affections, 
by his conceptions of duty and his reverence for high ideals. And it 
is true that the best energies of the ablest inventors and organizers of 
improved methods and appliances arc stimulated by a no^lc emula- 
tion more than by any love of wealth for its own sake. /But, for all 
that, the steadiest motive to ordinary business work is the desire for 
the pay which is the material reward of work. The pay may be on 
its way to be spent selfishly or unselfishly, for noble or base cuds ; 
and here the variety of human nature comes into play. But the 
motive is supplied by a definite amount of money : and it is this 
definite and exact money measurement of the steadiest motives in 
business life, which has enabled economics far to outrun every other 
branch of the study of man. /just as the chemist’s fine balance has 
made chemistry more exact than most other physical sciences; so 
this economist’s balance, rough and imperfect as it is, has made 
economics more exact than any other b ranch of social sci ence. But 
of course economics cannot be conipai'od with the exact physical 
sciences : for it deals with the ever changing and subtle forces of 
human nature.* 

The advantage which economics has over other branches of social 
science appears then to arise from the fact that its special field of 
work gives rather larger opportunitie.s fur exact methods than any 
other branch. It concerns itself chiefly with those desires, aspira- 
tions and other affections of human nature, the outward manifesta- 
tions of which appear as incentive, s to action in such a form that the 
force or quantity of the incentives can bo estimated and measured 
with some approach to accuracy; and which therefore are in some 

* Somo remarks on tlio relation of economics to tlio sum total of social science will 
be found in Appendix C. 1, 2. 
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degree amenalile to treatment by scientific machinery. An opening i, n, i. 
is made for the methods and the tests of science as soon as the force 
of a person’s motives — not the motives themselves— can be approxi- 
mately measured by the sum of money, which he will just give uj) in 
order to secure a desired satisfaction ; or again by the sum which is 
just required to induce him to undergo a certain fatigue. 

It is essential to note that the economist does not claim to Even 
measure any affection of the mind in itself, or directly; but onlypu®™"" 
indirectly through its effect. No one can compare and measure 
accurately against one another even his own mental states at different compared 
times : and no one can measure the mental .states of another at all 
except indirectly and conjcetui-ally by their effects. Of course 
various affections belong to man’s higher nature and others to his of tho 
lower, and arc thus different in hind. But, o\'cn if we confine our 
attention to mere jdiysical pleasuies and pains of tho same kind, we they sup- 
find that they can only he conijfared indirectly by their effects. In aitiim, 
fact, even this comparison is neces.sarily to some (‘xtent conjectural, 
unless they occur to the same ponson at the same time. 

For instance the pleasures which two ])crsons derive from 
smoking cannot be directly compared : nor can even those which 
the same person derives from it at different times. But if we find a 
man in doul)t whether to spend a few pence on a cigar, or a cup of 
tea, or on riding homo instead of walking home, then wo may follow 
ordinary usage, and say that he expects from them equal pleasures. 

If then we wish to comjiare even physical gratifications, we must 
do it not directly, but indirectly by the incentives which they afford 
to action. If the desires to .secure either of two pleasures will 
induce people in similar circumstances each to do just an hour's 
extra rvork, or will induce men in the same rank of fife and with the 
same moans each to pay a shilling for it; wc then may say tliat 
those pleasures are equal for our purj)o.ses, because the desires for 
them are equally strong inccntive.s to action for persons under 
similar conditions. 

Thus measuring a mental state, as men <lo in ordinary life, by its ami this 
motor-force or the incentive which it affords to action, no new 
difficulty is introduced by the fact that some of the motives of which son can be 

•' • 1 • 1 A T Ai ftpplica to 

we have to take account belong to man s higher nature, and others uii classes 
to his lower. 

For suppose that the iicrson, whom we saw doubting between 
several little gratifications for himself, had thought after a while of a 
poor invalid whom he would 2)as.s on his way home ; and had spent 
some time in making up his mind whether he would choose a physical 
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I, n, 1. gratification for himself, or would do a kindly act and rejoice in 
— ' another’s joy. As his deaii-es turned now towards the one, now the 

other, there would be change in the quahty of his mental states ; and 
the philosopher is bound to study the nature of the change. 

Economies But the economist studies mental states rather through their 
^raetlce'or mS'Uiffisl'atioiis than in themselves ; and if he finds they afford 
orfinary evenly balanced incentives to action, he treats them priina facie 
discourse. purpose equal. He follows indeed in a more patient and 

thoughtful way, and with greater precautions, what everybody is 
always doing every day in ordinary life. He does not attempt to 
weigh the real value of the higher affections of our nature against 
those of our lower : he does not balance the love for virtue against 
the desire for agreeable food. He estimates the incentives to action 
by their effects just in the same way as people do in common life. 
He follows the course of ordinary conversation, differing from it only 
in taking more precautions to make clear the limits of his knowledge 
as he goes. He reaches his provisional conclusions by observations of 
men in general under given conditions without attempting to 
fathom the mental and spiritual characteristics of individuals. But 
he does not ignore the mental and spiritual side of life. On the 
contrary, even for the narrower uses of economic studies, it is 
important to know whether the desires which prevail are such as will 
help to build up a strong and righteous character. And in the 
broader uses of those studies, when they are being applied to 
practical problems, the economist, like every one else, must concern 
himself with the ultimate aims of man, and take account of differ- 
ences in real value between gratifications that are equally powerful 
incentives to action and have therefore equal economic measures. 
A study of these measures is only the starting-point of economics : 
but it is the starting-point.^ 

* The objections raised by some philosophers to spcukini; of two pleasures as equal, 
under any circumstances, seem to apply only to uses of the phraso other than those 
with which the economist is concerned. It 1ms however unfortunately happened tliat 
the customary uses of cconomlr terms hove RomotimcH su^/^^^sted the belief that 
economists arc adherents of the philosophical system of ilodonism or of L'tilitarianisin. 
For, while they have generally taken for granted that the greatest pleasures aio thono 
which come with the endeavour to do one’s duty, they have epokon of “ ploasurc*s ” 
and “ pains ” as supplying the motives to all action ; and they liove thus brought 
themselves under the censure of those philosophers, with whom it is a matter of 
principle to insist that the desire to do one’s duty is a difforetit thing from a ilcsiro for 
the pleasure which, if one happens to think of the matter at all, one may expect from 
doing it; though perhaps it may bo not incorrectly described as a desire for “ self 
satisfaction " or “ the satisfaction of the permanent self.” (See for instance T. H. 
Green, Prolegomena to Ethica, pp. 165-8.) 

It is clearly not the part of economics to appear to tako a aide in otliieal contro- 
versy : and sinM thoro is a general agreement that all incentives to action, in so fur os 
they are conscious desires at all, may without impropriety bo spoken of shortly as 
desires for “ satisfaction,” it may perhaps be well to use tliis word iiLstoad of “pfoasuro,” 
when occasion arises for refening to tlio aims of all desires, whctlicr apporlaining to 
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§ 2. There are several other limitations of the measurement of I, n, 2 . • 
motive by money to be discussed. The first of these arises from the — 
necessity of taking account of the variations in the amount of 
pleasure, or other satisfaction, represented by the same sum of 
money to different persons and under different circumstances. 

A shilling may measure a greater pleasure (or other satisfaction) The some 
at one time than at another even for the same person : because 
money may be more plentiful with him, or because his sensibility tiiffercnt 
may vaiy.^ And persons whose antecedents are similar, and who ewn 
are outwardly like one another, are often affected in very different "equal 
ways by similar events. 'When, for instance, a band of city school iticomed ; 
children are sent out for a day's holiday in the country, it is probable 
that no two of them derive from it enjoyment exactly the same in 
kind, or equal in intensity. The same surgical operation causes 
different amounts of pain to different people. Of two parents who 
are, so far as we can tell, equally affectionate, one will suffer much 
more than the other from the ki.ss of a favourite son. Some who are 
not very sensitive generally are yet sjiecially susceptible to particular 
kinds of pleasure and pain ; wliile differences in nature and educa- 
tion make one man's total capacity for pleasure or pain much 
greater than another’s. 

It would therefore not be safe to say that any two men with the 
same income derive equal benefit from its use ; or that they would 
suffer equal pain from the same diminution of it. Although when a 
tax of £1 is taken from each of two persons having an income of 
£300 a-year, each will give up that £1 worth of pleasure (or other 
satisfaction) which he can mo.st easily part with, i.e. each will give 
up what is measured to him by just £l ; yet the intensities of the 
satisfaction given up may not be nearly equal. 

Nevertheless, if we take averages sufficiently broad to cause the but those 
personal peculiarities of individuals to counterbalance one another, mfy gen^ 
the money which people of equal income.s will give to obtain a benefit 

niaiiH or lower luitiire. 'J’lie winple luititlirsis (o BUliVfiiclicin i’h “diwinlis* 

faction ” : but ]»ei'linps il iniiy be \tell to use the slioiler and o<[ually coloiirlcsa word 
“ dutriineiU ” In its place. 

It may however be noteil tiuit some followers of Heidlmm (though jTorliaps not 
Bcntlmni liimsclf) iruule lliis large Uho of “ pain and jileasuro ’’ berve as a bridge* by 
which to pass from indivitliialiblie Jleilouisiu lo a eoiui*Ulc etbieul creed, without 
TGCOgnizing Iho nece«.sity for the inUwhjetioii <»f aii UKh-jM'ndetit major premiss; uikI 
for such a premiss the neeessity woulil appear to he iihaolule, ulliiuugh opinions will 
I'orhaps always differ as to its form. Someivlllregartlit as the t’alegoricul Imperative; 
w'hilo others will regiuil it as a simph' }«*Jief that, \\ ImU'xvr be tlie origiii of our monil 
instincts, tlicir indieutions are Ijorne out by a vertliet of the ex})erieiU'o of mnnkiml to 
the oftect that true linpjiineBs is not to be had without sclf-rcajiect, nnd iliat self- 
respoet is to be had only on Iho eondition of ondeuvuiiriiig so to livu as to proniolo the 
progress of the human rac'e, 

Compare Eilgoworth's Mulhematiad Vbychics, 
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or avoid an injury is a good measure of tlie benefit or injury. If 
there are a thousand persons living in Sheffield, and another thousand 
in Leeds, each with about £100 a-year, and a tax of £1 is levied on 
all of them ; we may be sure that the loss of pleasure or other injury 
which the tax will cause in Sheffield is of about equal importance 
with that w'hich it will cause in Leeds : and anything that increased 
all the incomes by £1 would give command over equivalent pleasures 
and other benefits in the two towns. This probability becomes 
greater still if all of them are adult males engaged in the same trade ; 
and therefore presumably somewhat similar in sensibility and tem- 
perament, in taste and education. Nor is the probability much 
diminished, if we take the family' as our unit, and compare the loss 
of pleasure that results from diminishing by £1 the income of each 
of a thousand families with incomes of £100 a-year in the two places. 

Next we must take account of the fact that a stronger incentive 
will be required to induce a person to pay a given price for arndhing 
if he is poor than if he is rich. A shilling is the measure of less 
pleasure, or satisfaction of any kind, to a rich man than to a poor 
one. A rich man in doubt whether to spend a shilling on a single 
cigar, is weighing against one another smaller pleasures than a poor 
man, who is doubting whether to spend a shilling on a supply of 
tobacco that will last him for a month. The clerk with £100 a-year 
will walk to business in a much heavier rain than the clerk with £300 
a-ycar ; for the cost of a ride by tram or omnibus measures a greater 
benefit to the poorer man than to the richer. If the poorer man 
spends the money, he will suffer more from the want of it afterwarils 
than the richer would. The benefit that is measured in the jioorer 
man’s mind by the cost is greater than that measured by it in the 
richer man’s mind. 


But this But this source of error also is le.ssened when we are able to 
portent ni consider the actions and the motives of large groups of people. If 
comparing ,ve know, foi Instance, that a bank failure has taken £'200,000 from 
c^^ed* the people of Leeds and £]00,(KK) from tho,se of Sheffield, we may 
poorin™'* fidrly assume that the suffering caused in Leeds has been about 
like pro- twice Es great as in Slieffield: unless indeed we Lave some special 
reason for believing that the shareholders of the bank in the one 
tow'n were a richer class than those in the other ; or that the loss of 
employment caused by it pressed in uneven proportions on the 
working cla.sses in the two towns. 

Increase of By far the greater number of the events with which economics 
mraM*'** affect in about equal proportions all the different classes of 

sometimes soclcty ; SO that if the money measures of the happiness caused by 
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two events are equal, it is reasonable aiul in acoordanec with common i, u, 3 . 
usage to regard the amounts of the happiness in th<' two cases 
equivalent. And, further, as money is likely to be turned to thonw'asnro 
higher uses of life in about equal proportions, by any two large ptogresa. 
groups of people taken without sptvial bias from anv two parts of the, 
western world, there is even .some primii fticu’ jrrobability that etpial 
additions to their material resources will make about equal additions 
to the fulness of life, and the true pi-ogre.ss of the human race. 

§ 3. To pass to another point. When we sjrciik of the measure- Action is 
ment of desire by the action to which it forms tlic incentive, it is not n*S'\,y 
to be supposed that we assume every aelion to he deliberate, and the 
outcome of cahailation. For in this, as in every other respect, 
economics takes man just as he is in ordinary life : and in ordinary life 
people do not weigh heforehand the re.sults of every aetioii, whether 
the impulses to it come from tlteir higher nature or tlieir lowcr.^ 


Now the side of life witli which economies is s))ccially concerned csiwcinilv 
is that in which man's conduct is mo-st deliberate, and in wliieli he " 


most often reckons up the advantages ami disadvantages of any“’"*““‘- 
particular action before he enters on it. ,\nd further it is that side 
of his life in which, when he does follow habit and custom, and 


proceeds for the moment without calculation, the habits and customs 
themselves are most nearly sure to have ari.sen from a close and 
careful watching the advantages and disadvantages of different 
courses of conduct. There will not in general have been any formal 
reckoning up of two sides of a balance-sheet : but men going home 
from their day's work, or in their social meetings, will have said to 
one another, “ It did not answer to do this, it would have been bettor 


to dp that,” and so on. Wluit makes one eoui'se, answer better than 
another, will not necessarily be a sellish gain, nor any material gain; 
and it will often have been argued that “ though this or that plan 
saved a little trouble or a little money, yet it was not fair to others,” 
and “ it made one look mean,” or “ it made one feel mean.” 


^ Tliia is Hprciully ti’up of that jrronp of Kiiitifiojilion’*. Mhicli ia Homoliiiu’B ntune.l 
“ till) jjlcaaures of llic clmw'." 'J’licy nulmlo not only lla* c'liailatinii of 

games and pastimes, of liiiiits ami sti'opli’i hasra, liut the iiion* boiioiiH roJilests of pi'c). 
fessional and liu&inehK life : uml llicy Mill oeeupy a g«»<«l deal of our attention in dis- 
oiissions of tho causes that govcin Muges ami piolits. and furuiu of industrial 
organization. 

borne people are of nnyward ti'inpemineiit, and give no gooil neeiaint even to 
themselves of tho motives of their aetioii. Jhit if a man is HlendfuHl arid tlioughtful, 
even liis impulses arc the jirodueta of hahifs mIucIi iie lias aduiited moro or less 
doliberntoly. Anri, whelluT tlieue iinpulHes are an expresRinn of his higher nature or 
not; wliothor tliey spring from imnulates of In'! eoiiwiener, the presHuro of social 
connection, or tlio eluiniH of liis ho<hl,\ nants, he jieMs aeeitmn relative preeedemo to 
them M’ibhout refleetum now, lieeiuisi* on pim ions oceasinns he has decided deliberately 
to yield tliat relativo preecdenee. 'I'ho pivdoiiiiiiniil attiaetivcnesH of ono coureo of 
action over otliors, c\ en uhi'ii nut I lie leMilt of eulcMihitiuii at the time, is tho product of 
moro or less dolibeiato (leuuions tnude by luin beforu in sointnvliat similar ciiseH. 
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I, n, 4 . It is true that when a habit or a custom, which has grown up 
under one set of conditions, influences action under other conditions, 
there is so far no exact relation between the effort and the end which 
is attained by it. In backward countries there are still many habits 
and customs similar to those that lead a beaver in confinement to 
build himself a dam ; they are full of suggestiveness to the historian, 
and must be reckoned with by the legislator. But in business 
matters in the modern world such habits quickly die away. 

Thus then the most systematic part of people’s lives is generally 
that by which they earn their living. The work of all those engaged 
in any one occupation can be carefully observed ; general statements 
can be made about it, and tested by comparison with the results of 
other observations ; and numerical estimates can be framed as to the 
amount of money or general purchasing power that is required to 


The 

motives 
tliat lead 
to tho 
pursuit of 
money 
may thorn- 
eelvcB be 
aoble. 


And there 
is no trutii 
in the 
common 
opinion 
tliat 

economics 
rpgnrrls 
man as 
absorbed 
in a sclfisli 
pursuit of 
wealth. 


supply a sufficient motive for them. 

The unwillingness to postpone enjo 5 'ment, and thus to save for 
future use, is measured by the interest on accumulated wealth which 
just affords a sufiicient incentive to save for the future. This 
measurement presents however some special difficulties, the study 
of which must be postponed. 

§ 4. Here, as elsewhere, wc must hear in mind that the desire to 
make money docs not itself necessarily proceed from motives of a 
low order, even when it is to be spent on oneself. Money is a means 
towards ends, and if the ends are noble, the desire for the means is 
not ignoble. The lad who works hard and saves all he can, in order 
to be able to pay his way afterwards at a University, is eager for 
money; but his eagerness is not ignoble. In short, money is 
general purchasing power, and is sought as a means to all kinds of 
ends, high as well as low, spiritual as well as material.' 

Thus though it is true that “ money ” or “ general purchasing 
power ” or “ command over material wealth,” is the centre around 
which economic science clusters ; this is so, not because money or 
material wealth is regarded as the main aim of human effort, nor 
even as affording the main subject-matter for the study of tlie 
economist, but because in this world of ours it is the one convenient 
means of measuring human motive on a large scale. If the older 
economists had made this clear, they would have escaped many 


^ Sco an nclmirnblc' osany by Clillc Lrnlio on The Ltm oj iJiiney. Wo do inili'pd 
hear of i)Ooi)lo who ijiiisuo money for its own sake without carin)' for what it «ill 
purcIiaBe, especially at the end of a long life sjiciit in business : but in this us in oilier 
tases tho habit of doing a thing is kopt up after tlio purpose for wliieli it was origiiuilly 
done lias censed to exist. 'J’lic iiossession of wealtli gives sueli people a feeling of ]mi« er 
over tlioir fellow -creatures, and insures them a sort of eiuioua rcsiieet in wliieli they 
find a bitter but strong pleasure. 
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grievous misrepresentations ; and the splendid teachings of Carlyle i, n, s. 
and Ruskin as to the right aims of human endeavour and the right — 
uses of wealth, would not then have been marred by bitter attacks 
on economics, based on the mistaken bchef that that science had no 
concern with any motive except the selfish desire for wealth, or even 
that it inculcated a policy of sordid selfishness.^ 

Again, when the motive to a man’s action is spoken of as supplied The desire 
by the money which he will earn, it is not meant that his mind is do’er^t ^ 
closed to all other considerations save those of gain. For even the exclude 
most purely business relations of life assume honesty and good faith ; fluenc^j 
while many of them take for granted, if not generosity, yet at least 
the absence of meanness, and the pride which every honest man takes 
in acquitting himself well. Again, much of the work by which such as the 
people earn their living is pleasurable in itself ; and there is truth in 
the contention of socialists that more of it might be made so. 

Indeed even businc.ss work, that seems at first sight unattractive, mid the 
often yields a great pleasure by offering scope for the exercise of 
men’s faculties, and for their instincts of emulation and of power. 

For just as a racehorse or an athlete strains every nerve to get in 
advance of his competitors, and delights in the strain; so a manu- 
facturer or a trader is often stimulated much more by the hope of 
victory over liis rivals than by the desire to add something to his 
fortune.^ 

§ 5. It has indeed alivays been the practice of economists to take Econo- 
careful account of all the advantages \shich attract people generally 
towards an occupation, whether they appear in a money form or not. reckoned 
Other things being equal, people will prefer an occupation in which ugus o?un 
they do not need to soil their hands, in which they enjoy a good social " 

position, and so on; and since these advantages affect, not indeed mutcrioi 
every one exactly in the same way, but most people in nearly the ’ 
same way, their attractive force can be estimated and measured by 
the money wages to which they are regarded as equivalent. 

Again, the desire to earn the approval, to avoid the contempt of and they 
those around one is a stimulus to action which often works with some iTiowed for 
sort of uniformity in any class of persons at a given time and place ; 
though local and temporary conditions influence greatly not only the 
intensity of the desire for approval, but also the range of persons 
whose approval is desired. A professional man, for instance, or an 
artisan will be very sensitive to the approval or disapproval of those 

' In fact a world can be eonceivod in which there is a aricnce of cconomiofi \’ory 
nnicli like our ow n, but in it tliero ia no money of any sort. Sec Appendices 13, S and D, 2. 

* Somo remarks on tlio large scopo of ccouoniicB as conceived in (jcinmny will bo 
found in Appendix D, 3. 
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I, II, 6 in the same occupation, and care little for that of other people ; and 
there are many economic problems, the discussion of which would be 
altogether unreal, if care were not taken to watch the direction and 
to estimate pretty closely the force of motives such as these, 
nnii As there may be a taint of selfishness in a man’s desire to do what 

tttieciiona. gggjjjg lively to benefit his fellow-workers, so there may be an element 
of personal pride in his desire that his family should prosper during 
his life and after it. But still the family affections generally are so 
pure a form of altruism, that their action might have shown little 
semblance of regularity, had it not been for the uniformity in the 
family relations themselves. j:\s it is, their action is fairly regular; 
and it has always been fully reckoned with by economists, especially 
in relation to the distribution of the family income between its 
various members, the expenses of preparing eliildren for their future 
career, and the accumulation of wealth to be enjoyed after the death 
of him by whom it has been earned. 

It is then not the want of will but the want of power, that prevents 
economists from reckoning in the action of motives such as these ; 
and they welcome the fact that some kinds of philanthropic action 
can be described in statistical returns, and can to a certain extent be 
reduced to law, if sufficiently broad averages are taken. For 
indeed there is scarcely any motive so fitful and irregular, but that 
some law with regard to it can be detected by the aid of wide and 
patient observation. It would peihaps be possible even now to 
predict with tolerable closeness the subscriptions that a population 
of a hundred thousand Englishmen of average wealth will give to 
support hospitals and chapels and missions; and, in so far as this 
can be done, there is a basis for an economic discussion of supply and 
demand w ith reference to the services of hospital nurses, missionaries 
and other religious ministers. It will however probably be always 
true that the greater part of those actions, which are due to a feeling 
of duty and love of one’s neighbour, cannot be classed, reduced to 
law and measured ; and it is for this reason, and not because they are 
not based on self-interest, that the machinery of economics cannot be 
brought to bear on them. 

Thn § 6. Perhaps the earlier English economists confined their 

alilntm" att™tion too much to the motives of individual action. But in fact 
action me economists, like all other students of social science, are concerned 
and ifruu- with individuals chiefly as members of the social organism. As a 
illfitanco. ^f^thedral is something more than the stones of which it is made, as a 
person is something more than a series of thoughts and feelings, so 
the life of society is something more than the sum of the lives of its 
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individual members. It is true that the action of the whole is made i, n, 7. 
up of that of its constituent parts; and that in most economic 
problems the best starting-point is to be found in the motives that 
affect the individual, regarded not indeed as an isolated atom, but as 
a member of some particular trade or industrial group ; but it is also 
true, as German writers have well urged, that economics has a great 
and an increasing concern in motives connected with the collective 
ownership of property, and the collective pursuit of important aims. 

The growing earnestness of the age, the growing intelligence of the 
mass of the people, and the growing power of the telegraph, the press, 
and other means of communication are ever widening the scope of 
collective action for the public good ; and these changes, together 
with the spread of the co-operative movement, and other kinds of 
voluntary association are growing up under the influence of various 
motives besides that of pecuniary gain ; they are ever opening to the 
economist new opportunities of measuring motives whose action it 
had seemed impossible to reduce to any sort of law. 

But in fact the variety of motives, the dilficultics of measuring 
them, and the manner of overcoming those difficulties are among the 
chief subjects with which we shall be occupied in this treatise. 

Almost every point touched in the present chapter will need to be 
discussed in fuller detail with reference to some one or more of the 
leading problems of economics. 

' §Y. To conclude provisionally ; economists study the actions of Econo- 
individuals, but study them in relation to social rather than individual ™ 
life; and therefore concern themselves but little with personal 
peculiarities of temper and character. They watch carefully the her of mi 
conduct of a whole class of people, sometimes the whole of a nation, 
sometimes only those living in a certain district, more often those 
engaged in some particular trade at some time and place : and by the 
aid of statistics, or in other ways, they ascertain how much money 
on the average the members of the particular group, they .arc 
watching, are just willing to pay as the price of a certain thing which 
they desire, or how much must be offered to them to induce them to 
undergo a certain effort or abstinence that they dislike. The 
measurement of motive thus obtained is not indeed perfectly 
accurate; for if it were, economics would rank with the most 
advanced of the physical sciences ; and not, as it actually docs, with 
the least advanced. 

But yet the measurement is accurate enough to enable expert- nmi mca- 
enced persons to forecast fairly well the extent of the resxdts that will p,'™ 
follow from changes iniyhich motivesof this kind arc chiefly concerned, motives in 
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Thus, for instance, they can estimate very closely the payment that 
will he required to produce an adequate supply of labour of any 
grade, from the lowest to the highest, for a new trade which it is pro- 
posed to start in any place. When they visit a factory of a kind that 
they have never seen before, they can tell within a shilling or two a 
week what any particular worker is earning, by merely observing 
how far his is a skilled occupation and what strain it involves on liis 
physical, mental and moral faculties. And they can predict with 
tolerable certainty what rise of price will result from a given dimi- 
nution of the supply of a certain thing, and how that increased price 
will react on the supply. 

And, starting from simple considerations of this kind, economists 
go on to analyse the causes which govern the local distribution of 
different kinds of industry, the terms on which people living in 
distant places exchange their goods with one another, and so on ; 
and they can explain and predict the ways in which fluctuations of 
credit will aifect foreign trade; or again the extent to which the 
burden of a tax will be .shifted from those on whom it is levied, on to 
those for whose wants they cater; and so on. 

In all this they deal with man as he is : not with an abstract or 
“ economic ” man ; but a man of flesh and blood, They deal with a 
man who is largely influenced by egoistic motives in his business life 
to a great extent with reference to them ; but who is also neither 
above vanity and reckleiisness, nor below delight in doing his work 
well for its own sake, or in sacrificing himself for the good of his 
family, his neighbours, or his country; a man who is not below tbc 
love of a virtuous life for its own sake. They deal with man as he 
is ; but being concerned chiefly with those a.spects of life in which 
the action of motive is so regular that it can be predicted, and the 
estimate of the motor-forces can be verified by results, they have 
established their work on a scientific basis. 

For in the first place, they deal with facts wliich can be observed, 
and quantities which can be mea.surcd and recorded ; so that when 
differences of opinion arise with regard to them, the differences can 
be brought to the test of public and well-established records ; and 
thus science obtains a solid basis on which to work. In the second 
place, the problems, which are grouped as economic, because they 
relate specially to man’s conduct under the influence of motives that 
are measurable by a money price, arc found to make a fairly homo- 
geneous group. Of course they have a great deal of subject-matter 
in common ; that is obvious from the nature of the case. But, 
though not so obvious d priori, it will also be found to be true that 
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there is a fundamental unity of form underlying all the chief of them ; i 
and that in consequence, by studying them together, the same kind 
of economy is gained, as by sending a single postman to deliver all 
the letters in a certain street, instead of each one entrusting bis 
letters to a separate messenger. For the analyses and organized 
processes of reasoning that arc wanted for any one group of them, 
will be found generally useful for other groups. 

The less then ftc trouble ounselvcs with scholastic inquiries as to 
whether a certain consideration comes within the scope of economics, 
the better. If the matter is important let us take account of it as 
far as we can. If it is one as to which there cxi.st divergent opinions, 
such as cannot be brought to the test of exact and well-ascertained 
knowledge ; if it is one on which the general machinery of economic 
analysis and reasoning cannot get any grip, then Jet us leave it aside 
in our purely economic .studies. But lot us ilo so simply because the 
attempt to include it would le.ssen the certainty and the exactness of 
our economic knowledge without any commensurate gain; and 
remembering always that some sort of account of it must be taken 
by our ethical instincts and our common sense, when they as ultimate 
arbiters conic to apply to practical issues the knowledge obtained 
and arranged by economics and other sciences. 



CHAPTER III 

ECONOMIC GENERALIZATIONS OR LAWS 

I III, 1 . ■ § 1. It is the business of economics, as of almost every other 

Ecoii^ics collect facts, to arrange and interpret them, and to draw 

uses both inferences from them. “ Observation and description, definition 
mduotion classification are the preparatory activities. But what we 
deduction, desire to reach thereby is a knowledge of the interdependence of 
economic phenomena. . . . Induction and deduction are both 
needed for scientific thought as the left and right foot are both 
needed for w'alking.” ^ The methods required for this twofold work 
are not peculiar to economics; they are the common property of all 
sciences. All the devices for the discovery of the relations between 
cause and effect, which are described in treatises on scientific 
method, have to be used in their turn by the economist : there is not 
any one method of investigation which can properly be called the 
method of economics ; but every method must be made serviceable 
in its proper place, either singly or in combination with others. And 
as the number of combinations that can be made on the chess-board 
is so great that probably no two games exactly alike were ever 
played ; so no two games which the student plays with nature to 
wrest from her her hidden truths, which were worth playing at all, 
ever made use of quite the same methods in quite the same way. 
but in But in some branches of economic inquiry and for some purposes, 
propo™ urgent to ascertain new facts, than to trouble ourselves 

tioiw for with the mutual relations and explanations of those which we already 
punwsDs have. While in other branches there is still so much uncertainty as 
to whether those causes of any event which lie on the surface and 
suggest themselves at first are both /rue causes of it and the onhj 
causes of it, that it is even more urgently needed to scrutinize our 
• reasoning about facts which we already know, than to seek for more 
facts. 

Analytical For this and other reasons, there always has been and there 
historical pi'obably always will be a need for the existence side by side of 
schools workers with different aptitudes and different aims, some of whom 


' Schmollor in the article on TiAkawirlschaJl in Conrad’s Ilandwdrlcrbudt. 
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give their chief attention to the ascertainment of facts, while others 
give their chief attention to scientific analysis ; that is taking to , 
pieces complex facts, and studying the relations of the several parts ' 
to one another and to cognate facts. It is to be hoped that these two | 
schools will always exist; each doing its own work thoroughly, and ' 
each making use of the work of the other. Thus best may we 
obtain sound generalizations as to the past and trustworthy guidance 
from it for the future. 

§ 2. Those physical sciences, which have progressed most beyond 
the points to which they were brought by the brilliant genius of the 
Greeks, are not all of them strictly speaking “ exact sciences.” But 
they all aim at exactness. That is they all aim at precipitating the 
result of a multitude of observations into provisional statements, 
which arc sufficiently definite to be brought under test by other 
observations of nature. These statements, when first put forth, 
seldom claim a high authoiity. But after they have been tested by 
many independent observations, and especially after they have i 
been applied successfully in the prediction of coming events, or of 
the results of new experiments, they graduate as laws. A science 
progresses by increasing the niunber and exactness of its laws ; by 
submitting them to tests of ever increasing severity; and by 
enlarging their scope till a single broad law contains and supersedes 
a number of narrower laws, which have been shown to be special 
in.stances of it. 

In so far as this is done by any science, a student of it can in 
certain cases .say with authority greater than his own (greater 
perhaps than that of any thinker, however able, who relics on his owm 
resources and neglects the lesults obtained by previous workers), 
what results arc to be expected from certain conditions, or what are 
the true causes of a certain known event. 

Although the sulijcct-matter of some progressive physical 
sciences is not, at present at least, capable of perfectly exact measure- 
ment ; yet their progress depends on the multitudinous co-operation 
of armies of workers. They measure their facts and define their 
statements as closely as they can : so that each investigator may 
start as nearly as possible where those before him left off. Economics 
aspires to a place in this group of sciences : because though its 
measurements arc seldom exact, and are never final ; yet it is ever 
working to make them more exact, and thus to enlarge the range of 
matters on w'hich the individual student may speak with the 
authority of his science. 

§ 3. Let us then consider more closely the nature of economic - 
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laws, and their limitations. Every cause has a tendency to produce 
some definite result if nothing occurs to hinder it. Thus gravitation 
tends to make things fall to the ground : but when a balloon is full 
of gas lighter than air, the pressure of the air will make it rise in spite 
of the tendency of gravitation to make it fall. The law of gravita- 
tion states how any two things attract one another ; how they tend 
to move towards one another, and will move towards one another if 
nothing interferes to prevent them. The law of gravitation is 
therefore a statement of tendencies. 

It is a very exact statement — so exact that mathematicians can 
calculate a Nautical Almanac, which will show the moments at 
which each satellite of Jupiter will hide itself behind Jupiter. They 
make this calculation for many years beforehand ; and navigators 
take it to sea, and use it in finding out where they are. Now therc 
are no economic tendencies which act as steadily and can he measured 
as exactly as gravitation can : and consequently there are no laws of 
economics which can be compared for precision with the law of 
gravitation. 

But lot us look at a science less exact than astronomy. The 
science of the tides explains how the tide rises and falls twice a day 
under the action of the sun and the moon : how there are strong 
tides at new and full moon, and weak tides at the moon’s first anti 
third quarter; and how the tide running up into a closed channel, 
like that of the Severn, will be very high ; and so on. Thus, having 
studied the lie of the land and the water all round the British isles, 
people can calculate beforehand when the tide will probabh/ be at ils 
highest on any day at London Bridge or at Gloucester ; and how high 
it will be there. They have to use the word probably, which the 
astronomers do not need to use when talking about the eclipses of 
Jupiter’s satellites. For, though many forces act upon Jupiter and 
his satellites, each one of them acts in a definite manner which can be 
predicted beforehand : but no one knows enough about the weather 
to be able to say beforehand how it will act. A heavy downpour of 
rain in the upper Thames valley, or a strong north-east wind in the 
German Ocean, may make the tides at London Bridge differ a good 
deal from what had been expected. 

The laws of economics are to be compared with the laws of the 
tides, rather than with the simple and exact law of gravitation. For 
the actions of men arc so various and uncertain, that the best state- 
ment of tendencies, which we can make in a science of human 
conduct, must needs be inexact and faulty. This might be urged as 
a reason against making any statements at all on the subject; but 
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that would be almost to abandon life. Life is human conduct, and i, m, 4 . 
the thoughts and emotions that grow up around it. By the fuiida- . — 
mental impulses of our nature we all — ^high and low, learned and 
unlearned — are in our several degrees constantly striving to under- 
stand the courses of human action, and to shape them for oui pur- 
poses, whether selfish or unselfish, whether noble or ignoble. And 
since we musl form to ourselves some notions of the tendencies of 
human action, our choice is between forming those notions carelessly 
and forming them carefully. The harder the task, the greater the 
need for steady patient inquiry ; for turning to account the experi- 
ence, that has been reaped by the more advanced physical sciences ; 
and for framing as best we can well thought-out estimates, or pro- 
visional laws, of the tendencies of human action. 

§ 4. The term “ law ” means then nothing more than a general 
proposition or statement of tendencies, more or less certain, more or 
less definite. Many such statements arc made in every science : 
but we do not, indeed we cannot, give to all of them a formal 
character and name them as laws. We must select ; and the selec- 
tion is directed less by purely scientific considerations than by 
practical convenience. If there is any general statement which we 
want to bring to bear so often, that the trouble of quoting it at 
length, when needed, is greater than that of burdening the discussion 
with an additional formal statement and an additional technical 
name, then it receives a special name, otherwise not.^ 

Thus a law of social science, ova. Social Lair, is a statement of social Definition 
tendencies ; that is, a statement that a certain course of action maybe 
expected under certain conditions from the members of a social group. 

Economic laws, or statements of economic tendencies, are those and 
social laws which relate to branches of conduct in which the strength 
of the motives chiefly concerned can be measured by a money price. 

There is thus no hard and sharp line of division between those 
social laws w’hich are, and those which are not, to be regarded also as 
economic laws. For there is a continuous gradation from social 
laws concerned almost exclusively with motives that can be measured 
by price, to social laws in which such motives have little place ; and 
which are therefore generally as much less precise and exact than 
economic laws, as those are than the laws of the more exact physical 
sciences. 

‘ T1i 9 relation of “ natural and economic laws,” is exlianstivcly discussed by 
Neumann {ZcUncbriJt fiir die geeumte SHmitewiiaciiM-linfl, IS!)!!) who concludes (p. 464) 
that there is no other word than Law ((Iceeb) to express those statements of tendency, 
which play so important a part in natural as well as economic science. See also 
Wagner (Grunilleguiig, S6-fll). 
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Corresponding to the substantive “ law ” is the adjective “ legal.” 
But this term is used only in connection with “ law ” in the sense of 
an ordinance of government ; not in connection with “ law ” the 
sense of a statement of rehation between cause and effect. The 
adjective used for this purpose is derived from “ norma,” a term 
which is nearly equivalent to “ law,” and might perhaps with 
advantage be substituted for it in scientific discussions. And 
following our definition of an economic law, we may say that the 
course of action which may be expected under certain conditions 
from the meml:crs of an industrial group is the normal action of the 
members of that group relatively to those conditions. 

This use of the term Normal has been misunderstood ; and it 
may be well to say something as to the unity in difference which 
underlies various uses of the term. When we talk of a Good man 
or a Strong man, we refer to excellence or strength of those particular 
physical mental or moral qualities which are indicated in the conte.xt. 
A strong judge has seldom the same qualities as a strong rower; 
a good jockey i.s not always of exceptional virtue. In the same way 
every use of the term normal implies the predominance of certain 
tendencies which aiipear likely to be more or less steadfast and 
persistent in their action over those which are relatively exceptional 
and intermittent. Illnc.ss is an abnormal condition of man : but a 
long life passed without any illnc.ss is abnormal. During the melting 
of the snows, the Itliine rises above its normal level : but in a cold 
dry spring when it is less than usual above that normal level, it may 
be said to be abnormally low (for that time of year). In all these 
cases normal results are those which may be expected as the outcoine 
of those tendencies which the context suggests ; or, in other words, 
which are in accordance with those ‘‘ statements of tendency,” 
those Laws or Norms, which are appropriate to the eontext. 

This is the ])oint of view from which it is said that normal 
economic action is that which may be expected in the long run under 
certain conditions (provided those conditions arc persistent) from 
the members of an industrial group. It is normal that bricklayers 
in most parts of England are willing to w'ork for lOd. an hour, but 
refuse to work for Id. In Johannesburg it may be normal that a 
bricklayer should refuse work at much less than £1 a day. The 
normal price of bona fide fresh laid eggs may be taken to be a penny 
when nothing is said as to the time of the year : and yet threepence 
may be the normal price in town during January; and twopence 
may be an abnormally low price then, caused by “unseasonable” 
warmth. 
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Another misunderstanding to be guarded against arises from the i, m, 4. 
notion that only those eeonomio results arc normal, which are due „ 

_ _ . *1 . . . ’ may 

to the undisturbed action of free competition. But the term has imply th© 
often to be applied to conditions in which perfectly free competition o^he'^ 
does not exist, and can hardly even be suirposed to exist; and even 
where free competition is most dominant, the normal conditions of compe- 
every fact and tendency will include vital elements that are not a 
part of competition nor even akin to it. Thus, for instance, the 
normal arrangement of many transactions in retail and wholesale 
trade, and on Stock and Cotton Exchanges, rests on the assumption 
that verbal contracts, made without witnesses, will be honour- 
ably discharged ; and in countries in which this assumption cannot 
legitimately be made, some parts of the Western doctrine of 
normal value are inapplicable. Again, the prices of various Stock 
Exchange securities arc alleeted ‘'normally” by the patriotic feelings 
not only of the ordinary purchasers, but of the brokers themselves : 
and so on. 

Lastly it is sometimes crroneou-sly supposed that normal action 
in economics is that which is right morally. But that is to be under- 
stood only when the context implies that the action is being judged 
from the ethical point of view. When we arc considering the facts 
of the world, as they are, and not as they ought to be, wo shall have 
to regard as “ normal ” to the circumstances in view, much action Normal 
which we should u.sc our utmost efforts to stop. Eor instance, the 
normal condition of many of the very poorc.st inhabitants of a large right 
town is to be devoid of enterprise, and unwilling to avail themselves 
of the opportunities that may offer for a healthier and less squalid 
life elseivlicre; they have not the strength, physical, mental and 
moral, required for working their way out of their miserable sur- 
roundings. The existence of a considerable supply of labour ready 
to make match-boxes at a very low rate is normal in the same way 
that a contortion of the limbs is a normal result of taking strychnine. 

It is one result, a deplorable result, of those tendencies the laws of 
which we have to study. This illustrates one jieculiarity which 
economics shares with a few other sciences, the nature of the material 
of which can be modified by human effort. Science may suggest a 
moral or practical precept to modify that nature and thus modify 
the action of laws of nature. Eor instance, economics may suggest 
practical means of substituting capable workers for those who can 
only do such work as match-box imiking ; as physiology may suggest 
measures for so modifying the breeds of cattle that they mature early, 
and carry much flesh on light frames. The laws of the fluctuation 
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of credit and prices have been much altered by increased powers of 
prediction. 

Again when “ normal ” prices are contrasted with temporary or 
market prices, the term refers to the dominance in the long run of 
certain tendencies under given conditions. But this raises some 
difficult questions which may be postponed.^ 

§ 5. It is sometimes said that the laws of economics arc “ hypo- 
thetical.” Of course, like every other science, it undertakes to 
study the effects which will be produced by certain causes, not 
absolutely, but subject to the condition that other things arc equal, 
and that the causes are able to work out their effects undisturbed. 


and are in Almost every scientific doctrine, when carefully and formally stated, 
hypou”eta- '^■'11 he foixnd to contain some proviso to the effect that other things 
“*• are equal : the action of the causes in question is supposed to be 


isolated ; certain effects are attributed to them, but only on the hypo- 
thesis that no cause is permitted to enter except those distinctly 


allowed for. It is true however that the condition that time miLst 


be allowed for causes to produce their effects is a source of great 
difficulty in economics. For meanwhile the material on which they 
work, and perhaps even the causes themselves, may have changed; 
and the tendencies which are being described will not have a 
sufficiently “ long run ” in which to work themselves out fully. This 
difficulty will occupy our attention later on. 

Butin The conditioning clauses implied in a laiv are not continually 
the implied repeated, but the common sense of the reader supplies them for him- 
mMt hr* economics it is necessary to repeat them oftener than elsc- 

empiia. where, because its doctrines are more apt than those of any other 
science to be quoted by persons who have had no scientific training, 
and who perhaps have heard them only at second hand, and ivithout 
their context. One reason why ordinary conversation is simpler in 
form than a scientific treatise, is that in conversation we can safelv 
omit conditioning clauses ; because, ifthe hearer does not supply them 
for himself, we quickly detect the misunderstanding, and set it right. 
Adam Smith and many of the earlier writers on economics attained 
seeming simplicity by following the usages of conversation, and 
omitting conditioning clauses. But this has caused them to be 
constantly misunderstood, and has led to much waste of time and 
trouble in profitless controversy; they purchased apparent ease at 
too great a cost even for that gain.* 

Though economic analysis and general reasoning are of wide 


‘ They are diacussed in Book V, espocinlly cliautura UX and V. 
* Compare Book 11, chapter I. 
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application, yet every age and every country has its own problems ; i, m, 6. 
and every change in social conditions is likely to require a new 
development of economic doctrmes.^ 

* Somo parts of cconomica are iclativclv or pure, because the\ are 

concerned maanly Tvjth broad general propositioJ» for, in oidri tliat a proposition 
may be of brood application it must nocessarilj conlam few details it cannot adapt 
Itself to particular cases , and if it points to any prediction, that must bo govomed by 
a strong conditioning danse in winch a very largo meaning is gnen to the phrase 
“ other tilings being equal 

Other paits are ^elatl^eIy applied, because they deal with nanower questions moie 
m detail , they take more account of local and tcmjmiarv dements , and tlicy consider 
economic conditions in fuller and closer relation to other conditions of life Ulius there 
16 but a short step from the applied science of banking in its more general sense, to 
broad rules or precepts of the geneial 4rt of banking while the step from a particular 
local problem of the applied science of banking to the corresponding rule of practice or 
precept of Ait may bo shoitei still 
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CHAPTER IV 

THE ORDER AND AIMS OF ECONOMIC STUDIES 

§ 1. We Lave seen that the economist must be greedy of facts; 
but that facts by themselves teach nothing. History tells of sequences 
and coincidences ; but reason alone can interpret and draw lessons 
from them. The work to be done is so various that much of it must 
be left to be dealt ivith by trained common sense, which is the ultimate 
arbiter in every practical problem. 'Economic science is but the 
working of common sense aided by appliances of organized analysis 
and general reasoning, which facilitate the task of collecting, 
arranging, and drawing inferences from particular facts. Though 
its scope is always limited, though its w'ork ivithout the aid of 
common sense is vain, yet it enables common sense to go further in 
difficult problems than would otherwise be possible.^ 

Economic laws are statements with regard to the tendencies of 
man’s action under certain conditions. They arc hypothetical only 
in the same sense as arc the laws of the physical sciences : for those 
laws also contain or imply conditions. But there is more dilliculty 
in making the conditions clear, and more danger in any failure to do 
so, in economics than in phj'sics. The laws of human action are not 
indeed as simple, as definite or as clearly ascertainable as the law of 
gravitation ; but many of them may rank with the laws of those 
natural sciences which deal with complex subject-matter. 

The rai'soit d'etre of economics as a separate science is that it deals 
chiefly with that part of man’s action which is most under the control 
of measurable motives; and which therefore lends itself better thiui 
any other to systematic reasoning and analysis. We cannot indeed 
measure motives of any kind, whether high or low, as they are in 
themselves : we can inea.sure only their moving force. Honey is 
never a perfect measure of that force ; and it is not even a tolerably 
good measure unless careful account is taken of the general con- 
ditions under which it works, and especially of the riches or poverty 
of those whose action is under discussion. But with careful pre- 
cautions money affords a fairly good measure of the moving force of a 
great part of the motives by which men’s lives are fashioned. 

The study of theory must go hand in hand with that of facts : 
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and for dealing with most modern problems it is modern facts that i, iv, 2 , 3 . 
are of the greatest use. For the economic records of the distant past 
are in some respects slight and untrust^vol•thy ; and the economic 
conditions of early times arc wholly unlike those of free enterprise, of 
general education, of true dcmoeracy,of steam, of the cheap press and 
the telegraph. 

§ 2./4lconomics has then as its purpose firstly to acquire know- Scientific 
ledge for its own sake, and secondly to throw light on practical issues. 

But though we are Ijoimd, before entering on any study, to con-sider errangea 
carefully what are its uses, we should not plan out our wmrk with ference 
direct reference to them. For by so doing we arc tempted to break 
off each line of thought as soon as it ceases to have an immediate aims winch 
bearing on that particular aim which we have in view at the time : ^’rveriiut 
the direct pursuit of practical aims leads us to group together bits of 
all sorts of knowledge, which have no connection with one another of the 
except for the immediate purposes of the moment ; and which throw wSurwhich 
but little light on one another. Om mental energy is spent in going ‘J’ 
from one to another; nothing is thoroughly thought out; no real 
progress is made. 

The best grouping, therefore, for the purposes of science is that 
which collects together all those fiicte and reasonings which are 
similar to one another in nature : so that the study of each may 
throw light on its neighbour. By working thus for a long time at one 
set of considerations, wo get gradually nearer to those fundamental 
unities which are called nature’s laws : we trace their action first 
singly, and then in combination ; and thus make progress slowly but 
surely. The practical uses of economic studies should never be out 
of the mind of the economist, but his special business is to study and 
interpret facts and to find out what are the effects of different causes 
acting singly and in combination. 

§ 3. This may be illustrated by enumerating some of the chief Questions 
questions to which the economist addre.sses himself. He inquires : — “tld^by^the 

AVhat arc the causes which, especially in the modern world, affect economist, 
the consumption and production, the distribution and exchange of 
wealth; the organization of industry and trade; the money market; 
wholesale and retail dealing ; foreign trade, and the relations between 
employers and employed? How do all these movements act and 
react upon one another ? How do their ultimate differ from their 
immediate tendencies 1 

Subject to what limitations is the price of anything a measure of 
its desirability ? "VVhat increase of wellbeing is primd facie likely to 
result from a given increase in the wealth of any class of society ? 
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T, IV, 4. How far is the industrial efficiency of any class impaired by the 
insufficiency of its income ? How far would an increase of the 
income of any class, if once effected, be likely to sustain itself through 
its effects in increasing their efficiency and earning power ? 

How far does, as a matter of fact, the influence of economic 
freedom reach (or how far has it reached at any particular time) in 
any place, in any rank of society, or in any particular branch of 
industry 1 What other influences are most powerful there ; and how 
is the action of all these influences combined 1 In particular, how 
far does economic freedom tend of its own action to build up com- 
binations and monopolies, and what are their effects ? How are the 
various classes of society likely to be affected by its action in the long 
run ; what will be the intermediate effects while its ultimate results 
are being worked out ; and, account being taken of the time over 
which they will spread, what is the relative importance of those two 
classes of ultimate and intermediate effects? What will be the 
incidence of any system of taxes ? What burdens will it impose on 
the community, and what revenue will it afford to the State ? 

Practical §4. The abovc are the main questions with which economic 
IXdi science has to deal directly, and with reference to which its main 
Btrauiato Tvork of collecting facts, of analysing them and reasoning about them 
inquiries should be ananged. The practical issues which, though lymg for the 
En^Wi greater part outside the range of economic science, yet supply a chief 
motive in the background to the work of the economist, vary from time 
lyeaont to time, and from place to place, even more than do the economic facts 

t^ugh conditions which form the material of his studies. The following 

they do problems seem to be of special urgency now in our own country : — 
wholly How should we act so as to increase the good and diminish the 
within the evil influences of economic freedom, both in its ultimate results and 

range of , 

iiiBsoienoe. in the course of its progress ? If the first are good and the latter evU, 
but those who suffer the evil, do not reap the good ; how far is it 
right that they should suffer for the benefit of others ? 

Taking it for granted that a more equal distribution of wealth is 
to be desired, how far would this justify changes in the institutions 
of property, or limitations of ficee enterprise even when they would 
be likely to diminish the aggregate of wealth ? In other words, how 
far should an increase in the income of the poorer classes and a 
diminution of their work be aimed at, even if it involved some 
lessening of national material wealth ? How far could this be done 
without injustice, and without slackening the energies of the leaders 
of progress ? How ought the burdens of taxation to be distributed 
among the different classes of society ! 
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Oiiglit we to rest content with the existing forms of division of 
labour ? Is it necessary that large numbers of the people should be 
exclusively occupied with work that has no elevating character? 
Is it possible to educate gradually among the great mass of workers 
a new capacity for the higher kinds of work : and in particular for 
undertaking co-operatively the management of the business in which 
they are themselves employed ? 

What are the proper relations of individual and collective action 
in a stage of civilization such as ours ? How far ought voluntary 
association in its various forms, old and new, to be left to supply 
collective action for those purposes for which such action has special 
advantages? What business affairs should be undertaken by 
society itself acting through its government, imperial or local? 
Have we, for instance, carried as far as we should the plan of collec- 
tive ov nership and use of open spaces, of works of art, of the means of 
instruction and amusement, as r\ell as of those material requisites of a 
civilized life, the siqrply of which requires miited action, such as gas 
and water, and railways ? 

When government does not itself directly intervene, how far 
should it allow individuals and corporations to conduct their own 
affairs as they please ? How far should it regulate the management 
of railways and other concerns which are to some extent in a position 
of monopoly, and again of land and other things the quantity of 
which cannot be increased by man? Is it necessary to retain in 
their full force all the existing rights of property; or have the 
original necessities for which they weie meant to provide, in some 
measure passed away ? 

Arc the prevailing methods of using wealth entirely justifiable? 
What scope is there for the moral pressure of social opinion in con- 
straining and directing individual action in those economic relations 
in which the rigidity and violence of government interference n ould 
be likely to do more harm than good ? In rvliat respect do the duties 
of one nation to another in economic matters differ from those of 
members of the same nation to one another ? 


I, iv, 4. 




Sconomics is thus taken to mean a study of the economic 
aspects and conditions of man’s political, social and private life; 
but more especially of his social life. The aims of the study are to 
gain knowledge for its own sake, and to obtain guidance in the 
practical conduct of life, and especially of social life. The need for 
such guidance was never so urgent as now; a later generation may 
have more abundant leisure than we for researches that throw light 
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on obscure points in abstract speculation, or in the history of past 
times, but do not afford immediate aid in present difficulties. 

But though thus largely directed by practical needs, economics 
avoids as far as possible the discussion of those exigencies of party 
organization, and those diplomacies of home and foreign politics of 
uhich the statesman is hound to take account in deciding what 
measures that he can propose will bring him nearest to the end that 
he desires to secure for his country. It aims indeed at helping him to 
determine not only what that end should be, but also what are the best 
methods of a broad policy devoted to that end. But it shuns many 
political issues, which the practical man cannot ignore : and it is there- 
fore a science, pure and .applied, rather than a science and an art. And 
it is better described by the broad term “ Economics ” than by the 
narrower term ‘‘ Political Economy.” 

§ 5. The economist needs the three great intellectual faculties, 
perception, imagination and reason : and most of all he needs 
imagination, to put him on the track of those causes of visible 
events which are remote or lie below the surface, and of those effects 
of \’isihle causes which are remote or lie below the surface. 

The natural sciences and es])ecially the physical group of them 
have this great advantage as a discipline over all studies of man’s 
action, that in them the investigator is called on for exact conclusions 
Avhich can be verified by subsequent observation or experiment. 
His fault is soon detected if be contents himself with such causes and 
such effects as he on the surface ; or again if he ignores the mutual 
interaction of the forces of nature, wherein every movement modifies 
and is modified by all that surround it. Nor does the thorough 
student of physics rest satisfied w'ith a mere general anal}’sis ; he is 
ever striving to make it quantitative ; and to assign its proper pro- 
portion to each element in his problem. 

In sciences that relate to man exactness is less attainable. The 
path of least resistance is sometimes the only one open : it is always 
alluring ; and though it is also always treacherous, the temptation is 
great to follow it even when a more thorough way can be fought out 
by resolute work. The scientific student of history is hampered by 
his inability to experiment and even more by the absence of any 
objective standard to which his estimates of relative proportion can 
be referred. Such estimates are latent in almost every stage of his 
argument ; he cannot conclude that one cause or group of causes has 
been overridden by another without making some impheit estimate 
of their relative weights. And yet it is only by a great effort that he 
perceives how dependent he is on his own subjective impressions. 
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The economist also is hampered by this difficulty, but in a less degree i, iv, a. 
than other students of man’s action ; for indeed he has some share in 
those advantages which give precision and objectivity to the work 
of the physicist. So long, at all events, as he is concerned with 
current and recent events, many of his facts group themselves under 
classes as to which statements can be made that are definite, and 
often were approximately accurate numerically ; and thus he is at 
some advantage in seeking for causes and for results which lie below 
the surface, and are not easily seen; and in analyzing complex 
conditions into their elements and in reconstructing a whole out of 
many elements. 

In smaller matters, indeed, simple experience will suggest the But Ms 
unseen. It will, for instance, put people in the way of looking for refianco 
the harm to strength of character and to family life that comes from “jj 
ill-considered aid to the thriftless ; even though what is scon on the imagmn- 
surface is almost sheer gain. But greater effort, a larger range of 
view, a more powerful exercise of the imagination are needed in 
tracking the true results of, for instance, many plausible schemes for 
increasing steadiness of employment. For that purpose it is 
necessary to have learnt how closely connected are changes in credit, 
in domestic trade, in foreign trade competition, in harvests, in prices ; 
and how all of those affect steadiness of employment for good and for 
evil. It is necessary to watch how almost every considerable 
economic event in any part of the AVestcni world affects employment 
in some trades at least in almost every other part. If we deal only 
with those causes of unemployment uhich arc near at hand, we are 
likely to make no good cure of the evils we see ; and we are likely 
to cause evils, that we do not see. And if we are to look for those 
which are far off and weigh them in the balance, then the work before 
us is a high discipline for the mind. 

Again, when by a standard rule ” or any other device wages are 
kept specially high in any trade, imagination set agoing will try to 
track the lives of those who arc prevented by the standard rule from 
doing work, of which they are cap.able, at a price that people are 
willing to pay for it. Are they pushed up, or are they pushed 
downi If some are pushed up and some pushed down, as com- 
monly happens, is it the many that are pushed up and the few that 
are pushed down, or the other way about ? If we look at surface 
results, we may suppose that it is the many who are pushed up. But 
if, by the scientific use of the imagination, we think out all the ways 
in which prohibitions, whether on Trade Union authority or any 
other, prevent people from doing their best and earning their best, 
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we shall often conclude that it is the many who have been pushed 
down, and the few who have been pushed up. Partly under English 
influence, some Australasian colonies are making bold ventures, 
which hold out specious promise of greater immediate comfort and 
ease to the workers. Australasia has indeed a great reserve of 
borrowing power in her vast landed property : and should the pro- 
posed short cuts issue in some industrial decadence, the fall may be 
shght and temporary. But it is already being urged that England 
should move on similar lines ; and a fall for her would be more 
serious. What is needed, and what we may hope is coming in the 
near future, is a larger study of such schemes of the same kind and by 
the same order of minds as are applied to judging a new design for a 
battleship with reference to her stability in bad weather. 

In such problems as this it is the purely intellectual, and sometimes 
even the critical faculties, which are most in demand. But economic 
studies call for and develop the faculty of sympathy, and especially 
that rare sympathy which enables people to put themselves in the 
place, not only of their comrades, but also of other classes. This 
class sympathy is, for instance, strongly developed by inquiries, 
wliich are becoming every day more urgent, of the reciprocal 
influences which character and earnings, methods of employment and 
habits of e.xpendituro exert on one another ; of the ways in which 
the efficiency of a nation is strengthened by and strengthens the 
confidences and affections which hold together the members of each 
economic group — the family, employers and employees in the same 
business, citizens of the same country ; of the good and evil that are 
mingled in the individual unselfishness and the class selfishness of 
professional etiquette and of trade union customs; and of move- 
ments by which our growing wealth and opportunities may best be 
turned to account for the wellbeing of the present and coming 
generations.! 

§ 6. The economist needs imagination especially in order that he 
may develop his ideals. But most of all he needs caution and reserve 
in order that his advocacy of ideals may not outrun his grasp of the 
future. 

After many more generations have passed, our present ideals 
and methods may seem to belong to the infancy, rather than to the 
maturity of man. One definite advance has already been made. 
We have learnt that every one until proved to be hopelessly weak or 

1 TliU Section is reiiroduced from el i-’feo Jor the erealian of a curriculum in economice 
and aseociated branches of political science addressed to tho University of Cambridge in 
lUUZ, and conceded in the following year. 
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base is worthy of full economic freedom : but wc are not in a position i, w, o. 
to ffucss confidently to what coal the advance thus bemn will ' — r 

~ fDCO of 0!ir 

ultimately lead. In the later Middle Ages a rough beginning was prewnt 
made of the study of the industrial organism, regarded as embracing iXiu. 
all humanity. Each successive generation has seen further growths 
of that organism ; but none has seen so large a growth as our own. 

The eagerness with which it has been studied has grown with its 
grow'th : and no parallel can bo found in etirlier times to the breadth 
and variety of the elTorts that ha\*e been made to comprehend it. 

But the chief outcome of recent .studies is to make us recognize more 
fully, than could be done by any previous generation, how' little wo 
know of the causes by which progress is being fashioned, and how 
little wc can forecast the ultimate destiny of the industrial organism. 

Some harsh emplo 3 ’ers and politicians, defending c.vclusive class Popular 
privileges early in last century', found it convenient to claim the 
authority of political economy on their side; and they often spoke ‘''o 
of themselves as economists.'’ And even in our own time, that of tiic 
title has been assumed by opiionents of generous e.xpcnditure 
the education of the masses of the people, in spite of the fact tliat <«.'o«omic8. 
living economists with one con.sent maintain that such expenditure 
is a true economy, and that to refuse it is both wrong and bad business 
from a national point of view. But Carlyle and lluskin, followed by 
many other writers who had no ])art in their brilliant and ennobling 
poctieal visions, have without examination hold the great economists 
responsible for sayings and deeds to which they were really averse ; 
and in consoc|uencc there has grown up a popular misconception of 
their thoughts and character. 

The fact is that nearly all the founders of modern economics 
were men of gentle and sympathetic temper, touched with the 
enthusiasm of humanity. They cared little for wealth for them- 
selves ; they cared much for its wide diffusion among the masses of 
the people. They opposed antisocial mono))olics however powerful. 

In their several generations they supported the movement against 
the class legislation which denied to trade unions privileges that were 
open to associations of employers; or they worked for a remedy 
against the poison which the old Poor Law was instilling into the 
hearts and homes of the agricultural and other labourers ; or they 
supported the factory acts, in spite of the strenuous opposition of 
some politicians and employers who claimed to speak in their name. 

They were without exception devoted to the doctrine that the well- 
being of the whole people should be the ultimate goal of all private 
effort and all public policy. But they were strong in courage and 
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caution; they appeared cold, because they would not assume the 
responsibiUty of advocating rapid advances on untried paths, for 
the safety of which the only guarantees offered were the confident 
hopes of men whose imaginations were eager, but not steadied by 
knowledge nor disciplined by hard thought. 

Their caution was perhaps a little greater than necessary : for 
the range of vision even of the great seers of that age was in some 
respects narrower than is that of most educated men in the present 
time ; when, partly through the suggestions of biological study, the 
infiucnco of circumstances in fashioning character is generally 
recognized as the dominant fact in social science. Economists have 
accordingly now learnt to take a larger and more hopeful view of the 
possibilities of human progress. They have learnt to trust that the 
human will, guided by careful thought, can so modify circumstances 
as largely to modify character; and thus to bring about new con- 
ditions of life still more favourable to character; and therefore to 
the economic, as well as the moral, wellbeing of the masses of the 
people. Now as ever it is their duty to oppose all plausible short cuts 
to that great end, which would sap the springs of energy and 
initiative. 

The rights of property, as such, have not been venerated by those 
master minds who have built up economic science ; but the authority 
of the science has been wrongly assumed by some who have pushed 
the claims of vested rights to extreme and antisocial uses. It may 
be well therefore to note that the tendency of careful economic studv 
is to base the rights of private property not on any abstract principle, 
but on the observation that in the past they have been inseparable 
from soMd progress ; and that therefore it is the part of responsible 
men to proceed cautiously and tentatively in abrogating or modi- 
fying even such rights as may seem, to be inappropriate to the ideal 
conditions of social life. 



BOOK II 

SOME FUNDAMENTAL NOTIONS 


CHAPTER I 
INTRODUCTORY 

§ 1. We have seen that economics is, on the one side, a Science n, i, i. 
of Wealth ; and, on the other, that part of the Social Science of man’s 
action in society, which deals with his Efforts to satisfy his Wants, rogords 
in so far as the efforts and wants are capable of being measured in ^tufying 
terms of wealth, or its general representative, ie. money. We shall 
be occupied during the greater part of this volume with these wants rosuit of 
and efforts ; and with the causes by which the prices that measure 
the wants are brought into equilibrium with those that measure the 
efforts. For this purpose we shall have to study in Book III 
wealth in relation to the diversity of man’s wants, which it has to 
satisfy ; and in Book IV wealth in relation to the diversity of man’s 
efforts by which it is produced. 

But in the present Book, we have to inquire which of all the But it 
things that are the result of man’s efforts, and are capable of satis- 
lying man’s wants, are to be counted as Wealth; and into what proiimi. 
groups or classes these arc to be divided. For there is a compact o^wcaitii^ 
group of terms connected with Wealth itself, and with Capital, the 
study of each of which throws light on the others ; while the study of 
the whole together is a direct continuation, and in some respects a 
completion, of that inquiry as to the scope and methods of economics 
on which we have just been engaged. And, therefore, instead of 
taking what may seem the more natural course of starting with an 
analysis of wants, and of wealth in direct relation to them, it seems 
on the whole best to deal with this group of terms at once. 

In doing this we shall of course have to take some account of the 
variety of wants and efforts ; but we shall not want to assume any- 
thing that is not obvious and a matter of common knowledge. The 
real difficulty of our task lies in another direction; being the result 
of the need under which economics, alone among sciences, lies of 
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makiiif! shift with a few terms in common use to express a great 
number of subtle distinctions. 

§ 2. As Mill says ^ : — “ The ends of scientific classification are 
best answered when the objects are formed into groups respecting 
which a greater number of general propositions can be made, and 
those propositions more important, than those which could be made 
respecting any other groups into which the same things could be 
distributed.” But we meet at starting with the difficulty that those 
propositions which are the most important in one stage of economic 
development, are not unlikely to be among the least important in 
another, if indeed they apply at all. 

In this matter economists have much to learn from the recent 
experiences of biology : and Darwin’s profound discussion of the 
question ^ throws a strong light on the difficulties before us. lie 
points out that those parts of the structure which determine the 
habits of life and the general place of each being in the economy of 
nature, are as a rule not those which throw most light on its origin, 
but those which throw least. The qualities which a breeder or a 
gardener notices as eminently adapted to enable an animal or a plant 
to thrive in its environment, arc for that very reason likely to have 
been developed in comparatively recent times. And in like manner 
those properties of an economic institution which play the mn.<t 
important part in fitting it for the work which it has to do now, an- 
for that very reason likely to be in a great measure of recent growtli. 

Instances are found in many of the relations between cm[)loyLT 
and employed, between middleman and producer, between bankens 
and their two classes of clients, those from whom they borrow and 
those to whom they lend. The substitution of the term ” interest ” 
for “ usury ” corresponds to a general change in the character of 
loans, which has given an entirely new key-note to our analysis and 
classification of the different elements into which the cost of pro- 
duction of a commodity may be rc.solvcd. Again, the general 
scheme of division of labour into skilled and unskilled is undergoing 
a gradual change ; the scope of the term " rent ” is being broadened 
in some directions and narrowed in others ; and so on. 

But on the other hand we must keep constantly in mind the 
history of the terms which wc use. For, to begin with, this history 
is important for its own sake ; and because it throws side-lights on 
the history of the economic development of society. And further, 
even if the sole purpose of our study of economics were to obtain 

‘ Logic, Bk. iv, cli. vii. Par. 2. 

* Origin oj Upecied, ch. xiv. 
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knowledge that would guide us in the attainment of immediate n, i, 3. 
practical ends, we should yet be bound to keep our use of terms as — ' 

much as possible in harmony with the traditions of the past; in 
order that wo might be quick to perceive the indirect hints and the 
subtle and subdued warnings, which the experiences of our ancestors 
offer for our instruction. 

§ 3 . Our task is difficult. In physical sciences indeed, whenever in its use 
it is seen that a group of things have a certain set of qualities in 

1 *11 p I 1 ^ p ■« ^ economics 

common, and will oiten be spoken of together, they are formed into a mwat 
class with a special name; and as soon as a new notion emerges, a dosTiy'ns 
new technical term is invented to represent it. But economics 
cannot venture to follow this example. Its reasonings must be tice of 
expressed in language that is intelligible to the general public ; it 
must therefore endeavour to conform itself to the familiar terms of 
everyday life, and so far as possible must use them as they are 
commonly used. 

In common use almost every word has many shades of meaning, nut that is 
and therefore needs to be interpreted by the context. And, as "otsUuuu* 
Bagehot has pointed out, even the most formal w’ritcrs on economic 
science are compelled to follow this course ; for otherwise they would 
not have enough words at their disposal. But unfortunately they do 
not always avow that they are taking this freedom; sometimes 
perhaps they arc scarcely even aware of the fact themselves. The 
bold and rigid definitions, with which their expositions of the science 
begin, lull the reader into a false security. Not being warned that 
he must often look to the context for a special interpretation clause, 
he ascribes to what he reads a meaning different from that which the 
writers had in their own minds ; and perhajis misrepresents them and 
accuses them of folly of which they had not been guilty.^ 

Again, most of the chief distinctions marked by economic terms dafinita. 

1 AVo ought “ to write more rb wo do in common life, M'herc tho context is a sort o£ 
unexpicsseil ‘interpretation clnuso*; only ns in J’oliticnl Economy wo linvo more 
rliiricult thinjTS to speak of tlinn in ordinary cfinvcisntion, we must take more enre, pivo 
more warning of any eiinnpo; and at times write out ‘ the interpretation clauso * for 
that page or discussion lc‘«t there should be ony mistake. I know that this is dillicult 
and dolicato work; and nil that I liavo to suy in defence of it is that in practice it is 
safer than the competing plan of intlcxiblo diTiiutioiie. Any one who trios to express 
various meanings on complex tliincs with a scanty voeabulary of fastened senses, wiU 
find that his stylo groAvs cumbrous without bcinp accurate, tlmt ho has to use long 
periphrases for common thoughts, and that after all ho does not como out right, for he 
IS half the time falling back into the senses which fit tho case in hand best, and these 
ere sometimes ono, sometimes Biiothcr, and almost always difTerent from his ' hard and 
fast ' sense. In such discussions we should learn to vary our di'fiuitionB as wo want, 
just as we say ‘ let x, y, z, mean ’ now tliis* and now that, in dilTorent problems ; and 
this, though they do not alwnja avow it, is really tho practice of the clearest and most 
oiToctive writers,” (Bagehot’s PoaluUUca of EnylitA Pulitical Economy, pp. 78, 0.) 

Caimes also (Lo<jical Method of Political Economy, Lcct. vi.) combats “ tho assumption 
that the attribute on w'hicli a definition turns ought to be one which does not admit of 
degrees ” } and firguea that ‘‘ to atlmit of degrees is tlio elmracter of all natural facts.” . 
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IT, T. 4. are differences not of kind but of degree. At first sight they appear 
to be differences of kind, and to have sharp outlines which can be 
clearly marked out ; but a more careful study has shown that there 
is no real breach of continuity. It is a remarkable fact that the 
progress of economics has discovered hardly any new real differences 
in kind, while it is continually resolving apparent differences in kind 
into differences in degree. We shall meet with many instances of the 
evil that may be done by attempting to draw broad, hard and fast 
lines of division, and to formulate definite propositions with regard 
to differences between things which nature has not separated by any 
such lines. 

It is neces- § 4. We must then analyse carefully the real characteristics of 
™ tLns'*'^ the various things with which we have to deal ; and we shall thus 
should be generally find that there is some use of each term which has dis- 
dSed, tinctly greater claims than any other to be called its leading use, on 
tha\"the ground that it represents a distinction that is more important for 
use of the purposes of modern science than any other that is in harmony 
efi™id be "’itli Ordinary usage. This may be laid down as the meaning to be 
rigid. giygjj whenever nothing to the contrary is stated or 

implied by the context. When the term is wanted to be used in any 
other sense, whether broader or narrower, the change must be 
indicated. 

Even among the most careful thinkers there will always remain 
differences of opinion as to the exact places in which some at least of 
the lines of definition should be drawn. The questions at issue must 
in general be solved by judgments as to the practical convenience of 
different courses ; and such judgments cannot always be established 
or overthrown by scientific reasoning : there must remain a margin 
of debatable ground. But there is no such margin in the analysis 
itself : if two people differ with regard to that, they cannot both be 
right. And the progress of the science may be expected gradually to 
establish this analysis on an impregnable basis.^ 

^ When it is wnntcd to narrow tlio mrnniii^ of a term (that is, in logical languape, to 
diminish its extension hy imTcasini; its intension), a qualifying? acljcctivo will generally 
suil'icc, but a change in tlio opposil*' direction cannot as o rule bo so simply made. 
Contests as to definitions lire often of this kind : — A and B aro qualities common to a 
great number of things, many of tlicso thim^ liavo in addition tho quality C, and again 
many tho <^uality D, while some have both C and D. It may then bo argued that on 
tlio whole it will 1)C best to define a term bo as to includo all things which have tlio 
qualities /I and B, or only those which hove tho qualities A, Bt Ct or only those which 
have the qualities .rl, if, D\ oronly tho«>wluchhavo.4, if, C, D. The decision between 
tlieso various eoui’ses must rest on consirlcrations of jn'artical convenience, and is a 
mutter of far less importance than a careful study of tho qualities A, B, C, D, and of 
their mutual relations. 13iit unfortunately this study has occupied a much smaller 
space in English economics than controversies as to definitions; which have indeed 
occasionally led indirectly to the discovery of scientific truth, but always by roundabout 
routes, and with much waste of time and labour. 
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§fULL wealth consists of desirable things ; that is, things n, n, i, 
which satisfy human wants directly or indirectly : hut not allwe^ 
desirable tliinp are reckoned as wealth.'^'' The affection of friends, 
for instance, is an important element of wellbeing, but it is not uiings or 
reckoned as wealth, except by a poetic licence^ Let us then begin by 
classifying desirable things, and then consider which of them should 
be accounted as elements of \\ealth. 

In the absence of any short term in common n,s£^o reprgs^it all 
desir able things, or things that satisfy human want s^, w'e^i^ua; the 
■-teri^oods for that purpose. 

'''TJSirable things or goods are Material, or Personal and Im- material 
material. Material goods consist of useful nurterial things, and of all 
rights to hold, or use, or derive benefits from material things, or 
to receive them at a future time. Thus they include the physical 
gifts of nature, laud and water, air and climate; the products 
of agriculture, mining, fishing, and manufacture; buildings, 
machinery, and implements ; mortgages and other bonds ; shares 
in public and private companies, all kinds of monopolies, patent- 
rights, copyrights; also rights of way and other rights of 
usage. Lastly, opportunities of travel, access to good scenery, 
museums, etc., are the embodiment of material facilities, external 


to a man: though the faculty of appreciating them is internal and 
personal.J 

A man’s non-mterial goods fall into two classes. One consists of External 
liis own qualities and faculties for action and for cnjo}'ment; such 
for instance as business ability, professional skill, or the faculty of gooita. 
deriving recreation from reading or music. All these lie within him- 
self and are called internal. The second class are called external 


because they consist of relations beneficial to liim with other people. 
Such, for instance, were the labour dues and personal services of 
various kinds which the ruling classes used to require from their 
serfs and other dependents. But these have passed away ; and the 
chief instances of such relations beneficial to their owner now-a-days 
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are to be found in the good will and business connection of traders 
and professional men.’^ 

Again, goods may be transferable or non-lransfcrable. Among tlie 
latter are to bo classed a person’s qualities and faculties for action 
and enjoyment [i.e. liis internal goods) ; also such part of his business 
connection as depends on personal trust in him and cannot be trans- 
ferred, as part of his vendible good will ; also the advantages of 
climate, light, air, and his privileges of citizenship and rights and 
opnortunities of making use of public property.^ 

I Those goods axe free, which arc not appropriated and are afforded 
by^^ature without requiring the effort of man. The land in its 
original state was a free gift of nature. But in settled countries it is 
not a free good from the point of view of the individual Wood is 
still free in some Brazilian forests. The fish of the sea are free 
generally : but some sea fisheries arc jealously guarded for the 
exclusive use of members of a certain nation, and may be classed as 
national property. Oyster beds that have been planted by man are 
not free in any sense ; those that have grown naturally are free in 
every sense if they are not appropriated ; if they are private property 
they are still free gifts from the point of view of the nation. But, 
since the nation has allowed its rights in them to become vested in 
private persons, they are not free from the point of view of the 
individual ; and the same is true of private rights of fishing in rivers. 
But wheat grown on free land and the fish that have been landed from 
free fisheries are not free : for they have been acquired by labour. 

§ 2. We may now pass to the question which classes of a man’s 
goods are to be reckoned as part of his wealth. The question is one 
as to which there is some difference of opinion, but the balance of 
argument as well as of authority seems clearly to incline in favour of 
the following answer : — 


^ Por, in ll»p words in wliidi Hermann Ix'^ins liis masterly analysis of weiiltli, 
“ Rome Cloods arc internal^ others rnal, lo the aiilividiinl. An internal good is that 
which he finds in himself given to him by nature, or wliich lie edueatrs in himself hy 
his ov^n free action, suoli ua museiilur 8treI^;th. health, mental allniriincnls. Kvery- 
thing that the out(‘T world oifers for the satisfuction of liis wants is an oxtcraul itoud 
to him.'* 

‘ Tho above c-lassificu(io>i of goods may bo cxprc&sod thus : — 


Goods arc 


o: 


external 


[material 


I uon-lransferablo 
i f traiisierublo 

lnon-transfera)>]o 
l^internaLporsoiinhnon'transfcrablc. 
Anothor arrangoment is more convenient for somo purposes ; — 


Goods are 


fmotcrial-c^ctcmal { 


l^poreona] 


fc’ctomal f transfcrablo 
CMDinai t^uun-lmnafurablo 

internal -non-transferable. 
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When a man’s wealth is spoken of simply, and without any inter- ii, n, 2. 

pretation clause in the context, it is to be taken to be his stock of - — . 
t , IS his stock 

two classes 01 goods. of two 

In the first class are those material goods to which he has (Ijy law 
or custom) private rights of property, and which are therefore trans- “atoriai 
ferable and exchangeable. These it will be remembered include not 
only such things as land and houses, furniture and machinery, and 
other material things which may be in his single private ownership, 
but also any shares in public companies, debenture bonds, mortgages 
and other obligations which he may hold requiring others to pay 
money or goods to him. On the other hand, the debts which he 
owes to others may be regarded as negative wealth ; and they must 
be subtracted from his gross possessions before his true net wealth 
can be found. 

Services and other goods, which pass out of e.xisteuce in the same 
instant that they come into it, are, of course, not part of the stock of 
wealth. ^ 

In the second class are those immaterial goods which liclong to and such 
him, are external to him, and serve directly as the means of enabling 
him to acquire material goods. Thus it excludes all his own personal 
qualities and faculties, even those which enable him to earn his living ; to'obtati 
because they are Internal. And it excludes his personal friendships, 
in so far as they have no direct business value. But it includes liis 
business and professional connections, the organization of his 
business, and — where such things exist — his property in slaves, in 
labour dues, etc.' 

This use of the term Wealth is in harmony with the usage of Tho t™ 
ordinary life : and, at the same time, it includes those goods, and ^gomer 
only those, which come clearly within the scope of economic science, constitute 
as defined in Book I; and which may therefore be called 'e coiomie 
goods. Bor ittacludes all those things, external to a man, which (i) 
belong to him, aiid do not belong equally to his neighbours, and there- 
fore are distinctly his ; and which (ii) are directly capable of a money 
measure, — a measure that represents 011 the one side the efforts and 
sacrifices by which they have been called into existence, and, on the 
other, the wants which they satisfy.* J 

' That part of the value of tho share in a trading company which ia duo to the 
personal reputation and connoction of tlioso who conduct its affairs ought properly . 
to come under the next head as oxturual pcrsoiml goods. I 3 ut this point is not of 
mucli practical importance. 

^ It is not implied that the owner of Iransforablu goods, if he transforred them, 
could always realize the whole money vahio, which thej' have for him. A welhfitting 
coat, for instance, may be worth the price charged for it by an expensive tailor to its 
owner, because ho wants it and cannot got it mado for less : but he could not sell it for 
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§ 3. A broader view of wealth may indeed be taken for some 
purposes ; but then recourse must be had to a special interpretation 
clause, to prevent confusion. Thus, for instance, the carpenter’s 
skill is as irect a means of enabling him to satisfy other people’s 
material wants, and therefore indirectly his own, as arc the tools in 
his work-basket ; and perhaps it may be convenient to have a term 
which will include it as part of wealth in a broader use. Pursuing 
the lines indicated by Adam Smith, ^ and followed by most continental 
economists, we may define 'personal wealth so as to include all those 
energies, faculties, and habits which directly contribute to making 
people industrially efficient; together with those business con- 
nections and associations of any kind, which we have already 
reckoned as part of wealth in the narrower use of the term. In- 
dustrial faculties have a further claim to be regarded as economic in 
the fact that their value is as a rule capable of some sort of indirect 
measurement.* 

The question whether it is ever w'orth while to speak of them as 
wealth is merely one of convenience, though it has been much dis- 
cussed as if it were one of principle. 

Confusion would certainly he caused by using the term “ wealth ” 
by itself when we desire to include a person’s industrial qualities. 
“ Wealth ” simply should always mean external wealth only. But 
little harm, and some good seems likely to arise from the occasional 
use of the phrase “ material and personal wealth.” 

§ 4. But we still have to take account of those material goods 
which are common to him with his neighbours ; and which therefore 
it would be a needless trouble to mention when comparing his wealth 
with theirs ; though they may be important for some purposes, and 
especially for comparisons between the economic conditions of distant 
places or distant times. 

These goods consist of the benefits which he derives from living 
in a certain place at a certain time, and being a member of a certain 


half that sum. TIic euoci’fiBfiil financier wiio has spent £.‘>0,000 on having a Iiouae and 
grounds made to suit his own special fancy, is from one point of view right in reckoning 
them in the inventory of Ids property at thoir cost price : but, should he fail, they will 
not form an asset to ins creditors of anything like that value. 

And in the same way from ono point of view we may count tho business connection 
of the solicitor or physician, the morchant or tlio manufacturer, at the full equivalent 
of the income he would lose if he wero deprived of it ; while yet wo must recognize 
that its exchange value, i.e. the value which he could get for it by selling it, is much less 
tlian that. * 

* Comp. Wealth of Nations, Bk. ii. ch. u. 

* “ The bodies of men are without doubt tho most valuable treasure of a country,’* 
said Davenant in tho seventeenth century; and similar plirases have boon common 
whenever the trend of political development has mode men anxious that the population 
should increase fast. 
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state or community ; they include civil and military security, and ii, n, s. 
the right and opportunity to make use of public property and 
institutions of all kinds, such as roads, gaslight, etc., and rights to 
justice or to a free education. The townsman and the countryman 
have each of them for nothing many advantages which the other 
either cdnnot get at all, or can get only at great expense. Other 
things being equal, one person has more real wealth in its broadest 
sense than another, if the place in which the former lives has a better 
climate, better roads, better water, more wholesome drainage; 
and again better newspapers, books, and places of amusement and 
instruction. House-room, food and clothing, which would be 
insuificient in a cold climate, may be abundant in a warm climate : 
on the other hand, that warmth which lessens men’s physical needs, 
and makes them rich with but a slight provision of material wealth, 
makes them poor in the energy that procures wealth. 

Many of these things are collective goods; i.e. goods which are not coiieetive 
in private ownership. And this brings us to consider wealth from 
the social, as opposed to the individual point of view. 

§ 5. Let us then look at those elements of the wealth of a nation in abroad 
which are commonly ignored when estimating the wealth of the 
individuals composing it. The most obvious forms of such wealth weaitii 
are public material property of all kinds, such as roads and canals, 
buildings and parlis, gasworks and waterworks; though un- 
fortunately many of them have been secured not by public savings, 
but by public borrowings, and there is the heavy “ negative ” 
wealth of a large debt to be set against them. 

But the Thames has added more to the wealth of England than account 
all its canals, and perhaps even than all its railroads. And though 
the Thames is a free gift of nature (except in so far as its navigation free goods 
has been improved), while the canal is the work of man, yet we “ 
ought for many purposes to reckon the Thames a part of England’s 
wealth. 

German economists often lay stress on the non-material elements the organi- 
of national wealth ; and it is right to do this in some problems 
relating to national wealth, but not in all. Scientific knowledge the state, 
indeed, wherever discovered, soon becomes the property of the whole 
civilized world, and may be considered as cosmopolitan rather than 
as specially national ivealth. The same is true of mechanical 
inventions and of many other improvements in the arts of pro- 
duction; and it is true of music. But those kinds of literature 
which lose their force by translation, may be regarded as in a 
special sense the wealth of those nations in whose language they are 
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written. And the organization of a free and well-ordered State is to 
be regarded for some purposes as an important element of national 
wealth. 

But national wealth includes the individual as well as the 
collective property of its members. And in estimating the aggre- 
gate sum of their individual wealth, we may save some trou))le by 
omitting all debts and other obligations due to one member of a 
nation from another. For instance, so far as the English national 
debt and the bonds of an English railway are owned within the 
nation, we can adopt the simple plan of counting the railway itself 
as part of the national wealth, and neglecting railway and govern- 
ment bonds altogether. But we still have to deduct for those bonds 
etc. issued by the English Government or by private Englishmen, 
and held by foreigners ; and to add for those foreign bonds etc. hold 
by Enghshmen.^ 

Cosmopolitan wealth differs from national wealth much as that 
differs from individual wealth. In reckoning it, debts due from 
members of one nation to those of another may conveniently be 
omitted from both sides of the account. Again, just as rivers are 
important elements of national wealth, the ocean is one of the most 
valuable properties of the world. The notion of cosmopolitan wealth 


^ The value of a businces may be to uomc extent duo to its having a monopoly, 
either a comiilcto monopoly, secured i»erha])s by a patent; or a portiul mono)>oly, 
owing to its wares being better ktiow*n than othei-s which arc rrnlly equally good : and 
in 80 far as this is the easo the business docs not add to tho real wealth of tlio nation. 
If the monopoly were brohen dow'n, the diminution of national wealtlt due to tlie dis> 
appearance of its value would gencrolly he more than mado up, partly by the increasi'd 
value of rival busincBscs, and partly by the iiuTeased purchasing power of tho money 
ropresenting tho wealth of other members of the community. (It should, however, 
be added that in some exceptional eases, the price of a commodity may bo lowered in 
consequence of its production being monopolized : but such cases aro very rare, and 
may be noglectcd for the present.) 

.Again, business connections and trarle reputations add to the national u'calth, only 
in so far as they bring purchasers into relation with those producers who will meet their 
real wants most fully for a given price; or in other words, only in so far us tlicy increaso 
tlie extent to whicli tho efforts of the community as a whole meet the wants of tho 
community as a whole, Nevorthclcss wlicn wo arc estimating national wcaltli, not 
indirectly as tlio aggregate of individual wealth, wo must allow for these businosse? at 
their full value, oven though this partly consists of a monopoly whicli is not useil for 
tho public benefit, h’or the injury they do to rival producers was allowod for in 
counting up tho values of tho businesses of thoso rivals; and tho injury done to eon- 
Burners by raising the price of the produce, which they buy, was allowed for in 
rcciconing tlio purchasing power of their means, so far ss this partieulat'^ commodity is 
concerned. 

A sjjccial case of this is the organization of credit, It incroasoa tho efficiency of 
production in the country, and thus adds to national wealth. And tho power of 
obtaining crodltisa valuablcassot to any individual trader. If, however, any accident 
should drive him out of business, the injury to notional wealth is something less than 
tlio whole value of that osset; because some port at least of tho buBiness, which lie 
would have done, will now bo done by otlicrs with tho aid of some part ot least of the 
capital which he would have borrow^. 

There are similar difficulties as to how far money is to be reckoned as part of national 
wealth ; but to treat them thoroughly would require us to anticipate a good deal of tho 
theory of money. 
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is indeed nothing more than that of national wealth extended over it. n. a, 
the whole area of the globe. 

Individual and national rights to wealth rest on the basis of civil Tho 
and international law, or at lea.st of custom that has the force of law. 

An exhaustive investigation of the economic conditions of any time "gi'ts to 
and place requires therefore an inquiry into law and custom ; and 
economics owes much to those who have worked in this direction. 


But its boundaries are already wide; and the historical and juridical 
bases of the conceptions of property are vast subjects which may best 
be discussed in separate treatises. 

§ 6. The notion of Value is intimately conuecled with that of value. 
Wealth ; and a little may be said about it here. The word value,” pm- 
says Adam Smith, ‘"has two different meanings, and sometimes 'isiunaiiy 
expresses the utility of some particular object and sometimes the 6011 ™^” 
power of purchasing other goods which the possession of that object 
conveys.” iBut experience has shown that it is not well to use the iMwcr?**"® 
wojjl hi the former sense. 

2^ho value, that is the exchange value, of one thing in terms of 
another at any place and time, is the amount of that second thing 
which can be got there and then in exchange for the first. Thus the 
term value is relative, and expresses the relation between two things 
at a particular place and timc.j 

Civilized countries generalTv adopt gold or silver or both as 
money. Instead of expressing tho values of load and tin, and wood, 
and corn and other things in terms of one another, we express them 
in terms of money in the first instance; and call tho value of each 
thing thus expressed its price. If we know that a ton of lead will 
exchange for fifteen sovereigns at any place and time, while a ton of 
tin will exchange for ninety sovereigns, we say that their prices then 
and there are £20 and £90 respectively, and we know that the value 
of a ton of tin in terras of lead is six tons then and there. 

the price of every thing rises and falls from time to time and 
placfc to place ; and with every such change the purchasing power of 
money changes so far as that thing goes. If the purchasing power of 
money rises with regard to some things, and at the same time falls 
equally with regard to equally important things, its general pur- 
chasing power (or its power of purchasing things in general) has 
remained stationary. J This phrase conceals some difficulties, which 
we must study later on. But meanwhile we may take it in its 


popular sense, which is sufficiently clear; and wo may throughout 
this volume neglect possible changes in the general purchasing power 
of money. [Thus the price of anything will be taken as representative 
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ii. II, e. of its exobatige value relatively to things in general, or in other words 
as representative of its general purchasing power.^ 

But if inventions have increased man’s power over nature very 
much, then the real value of money is better measured for some 
purposes in labour than in commodities. This difficulty however will 
not much affect our work in the present volume, which is only a study 
of the “ Foundations ” of economics. 

^ As Cournot points out (PrincipM Mathimatiquea de la Tk&orie dea Bicheaaea, cli. 
II.), wc get the same sort of convenience from assuming tho existcnco of a standard of 
uniform purchasing power by which to measure value, that astronomers do by 
assuming tliat tliere is a mean sun ** which crosses tlie meridian at unifoim inten^als, 
so that tlie clock can keep pace with it; whereas the actual sun crosses the meridian 
sometimes before and sometimes after noon as shown by iiic clock. 



^lAPTBR III 

PRODUCTION. CONSUMPTION. LABOUR. NECESSARIKS 

§ 1 . Man cannot create material things. In the mental and ii, m, i. 
moral world indeed he may produce new ideas ; but when he i.s said 
to produce material things, he really only produces utilities ; or in 
other words, his efforts and sacrifices result in changing the form or nwttur, 
arrangement of matter to adapt it better for the satisfaction of wants, 

All that ho can do in the physical world is either to readjust matter so 
as to make it more useful, as when he makes a log of wood into a 
table; or to put it in the way of being made more useful by nature, 
as when ho puts seed where the forces of nature will make it burst out 
into life,^ 

It is sometimes said that traders do not produce : that while the The trader 
cabinet-maker produces furniture, the furniture-dealer merely sells 
what is aheady produced. But there is no scientific foundation for 
this distinction. They both produce utilities, and neither of them 
can do more : the furniture-dealer moves and rearranges matter so 
as to make it more serviceable than it was before, and the carpenter 
does nothing more. The sailor or the railway-man who carries coal 
above ground produces it, just as much as the miner who carries it 
underground ; the dealer in fish helps to move on fish from where it is 
of comparatively little use to where it is of greater use, and tin* 
fisherman does no more. It is true that there are often more traders 
than are necessary ; and that, whenever that is the case, there is a 
waste. But there is also waste if there arc two men to a plough 
which can be well worked by one man ; in both cases all those w ho are 
at work produce, though they may ])roduce but little. Some 
writers have revived the mediaeval attacks on trade on the ground 
that it does not produce. But they have not aimed at the right 
mark. They should have attacked the imperfect organization of 
tra^de, particularly of retail trade.^ 

l^Consumplion may be regarded as negative production. Just as 

‘ Bacon, Novum Oiijiinum iv., biijs " A<1 opera ml aliml potcat homo quam ut 
coiTOra naturalio admovpat ot anioviMt, roliqun iiatiira intua agit” (quoted by Bonnr, 

Philosophy and Political Kconomy, p. 249). 

* Production, in the narroic aenae, ehanqra the iorva and nature of produeta. 

Trade and tranaport change their external relutiona. 
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II, in. 2. man can produce only utilities, so he can consume nothing more. 
WaiTcaii produce services and other immaterial products, and he can 

consume, consume them. But as his production of material products is really 
produce," nothing more than a rearrangement of matter which gives it new 
uuLes. so his consumption of them is nothing more than a dis- 

arrangement of matter, which diminishes or destroys its utilities. 
Often indeed when he is said to consume things, he does nothing 
more than to hold them for his use, while, as Senior says, they “ are 
destroyed by those numerous gradual agents which we call collectively 
time.” * As the “ producer ” of wheat is he who puts seed where 
nature will make it grow, so the “ consumer ” of pictures, of curtains, 
and even of a house or a yacht does little to wear them out himself ; 
Jpt he uses them while time wastes thei^ 

Camumen' Another distinction to which some prominence has been given, 

produce™’ which is vague and perhaps not of much practical use, is that 
gooda. between consumers’ goods (called also consumption goods, or again 
goods of the first order), such as food, clothes, etc., which satisfy 
wants directly on the one hand; and, on the other hand, producers’ 
goods (called also production goods, or again instrumental, or again 
intermediate goods), such as ploughs and looms and raw cotton, 
which satisfy wants indirectly by contributing towards the production 
of the first class of goods.* h 

Nearly all § 2. All labour is directm towards producing some effect. For 
»me wne" though soiiie e.xoi'tioiis arc taken merely for their own sake, as when 
productive, g, game is played for amiLsement, they arc not counted as labour. 
IVe may define labour as any exertion of mind or body undergone 
partly or wholly with a view to some good other than the pleasure 
derived directly from the work.® And if we had to make a fresh 
start it would be best to regard all labour as productive e.xccpt that 

* Political Economy, p. 54. Senior would like to Bub.stiluto tlio verb “ to uso *’ 
for the verb " to conaume,” 

* Thus flour to be made into a cako whon already in tlio bouse of tbe consumer, 
is treated by some ns a consumers’ i;ood ; while not only tlic flour, but the (‘alco itself 
is treated ns a i)ro(lucera' pood when iu tho Imnd of the ronfortioner. Carl Menpor 
{VolkswirthschafUlchrc, ch. i. § 2) says broad bclonps to tlio first order, flour to tlio 
second, a flour mill to tho tliini order and so on. It ajipoais that if a rnilvvay train 
carries people on a jilcnsurc excursion, also some tins of biscuits, and milling machinery 
and some machinery tiiat is used for making milling macliinory ; then the train is at 
one and tlic same time a pood of the first, second, third and fourth oilers. 

^ I'hls is Jovons’ definition {Theory of PoliiiccU Economy, ch, v.}, except that he 
includes only painful exertions. But he liimseU points out how painful idleness often 
is. ^lost people work more than they would if they considered only tlie direct pleasure 
result inp from tho work ; but in a healthy state, plcasuro predominates over pain in a 
great part even of the work that is done for hii'c. Of course the definition is elostio ; 
an apriciiltural labourer working in his gorden in tho evening thinks chiofly of the fruit 
of his labours; a mechanic returning home after a day of si^entary toil finds positive 
pleasure in his garden work, but ho too cares a good deal about tho fruit of his labour ; 
while a rich man working in like manner, though ho may take a pride in doing it well, 
will probably care little for any pecuniary saving that he effects by it» 
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which failed to promote the aim towards which it was directed, and ii, m, 2. 
so produced no utility. But in all the many chan>>es which the — 
meaning of the word “ productive ” has undergone, it has had 
special reference to stored-up wealth, to the comparative neglect and 
sometimes even to the exclusion of immediate and transitory 
enjoyment ; ^ and an almost unbroken tradition compels us to 
regard the central notion of the ivord as relating to the provision for 
the wants of the future rather than those of the present. It is true nut that 
that all wholesome enjoymont.s, whether luxurious or not, are logiti- pto^iUv 
mate ends of action both public and private; and it is true that the «uid to Lo 
enjoyment of luxuries affords an incentive to exertion, and promotes p^oSictK-a 
progress in many ways. But if the efficiency and energy of industry 
are the same, the true interest of a country is generally advanced by <‘>t the 
the subordination of the desire for transient In.xuries to the attain- 
ment of tho.se more solid and lasting resources which will assist 
industry in its future work, and will in variou.s ways tctid to make life present, 
larger. This general idea has been in solution, as it were, in all 
stages of economic theory ; and has been precipitated by diffi'rent 
writers into various hard and fast distinctions by which certain 
trades have been marked oil as productive and certain others as 
unproductive. 

For instance, many writers even of recent times have adhered to Tho wutit 
Adam Smith's plan of classing domestic servants as unproductive, ‘uc^rvants 
There is doubtle.ss in many largo houses a superabundance of servants, 
some of who.se energies might witli advantage to the community )>c «iiiiy' mi- 
transferred to otlicr uses : Imt the same is true of the greater part of 
those who earn their livelihood by distilling whisky; and yet no 
economist lias proposed to call them unproductive. There is no 
distinction in character between the work of Ibc baker who provides 
bread for a family, and that of the cook who boils potatoes. If tlie 
baker should be a confectioner, or fancy baker, it is proliablc that he 
spends at least as much of his time as the domestic cook does, on 

1 Thus tlio ^Icrointiliets who rop:nnir«l ihc procioH^ mrlnln, partly becansp they 
were imporisliablc, as wealth in a fuller sen**© lluiji an\ tliiiijr eJsi‘» reparded us (inpro- 
ductivo or “ slurilo ” all labour that as not ihiectiHl lo profluf inp ^ooils for exporta- 
tion in exchange for gold and silver. The riiysioerats thought all labour sterile which 
consumed an equal value to that which it placed; and regarded the agriculturist 
as tho only productive worker, beenuso his labour alone (us they thought) left it a net 
surplus of slorcd-u]) wealtli. Adam Smith softened down tho rhypiocrntic definition ; 
but still ho considered that agrieulturdl laiwur was more productive than any other. 

His followers discuirdcd this dislim'tion ; hut tliey liavv generally adlicrcd» though with 
many differences in points of doluil, lo the notion that pioductU'o labour is tliat which 
tends to incrcaso accumulated wealth ; a nutioii which is implied rather than stated in 
the eelobratod chapter of The WenUh ofSationH wdiicli beaia the title, “On tho Accumu- 
lation of Capital, or on l‘ro(l«i<tivc and I’liproductivo Labour.” (Comp. Travers 
Twiss, Progress of PoWical Economy, Sect. \i.. ond the discussions on the word Tro> 
ductivo in J. S. Mill’s Essays, and in liis Principles of Political Economy,) 
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labour tiat is unproductive in the popular sense of providing 
unnecessary enjoyments. 

AVhenever we use the word Productive by itself, it is to be under- 
stood to mean jffoductive of the means of production, and of durable 
sources of enjoyment. But it is a slippery term, and should not be 
used where precision is needed.^ 

If ever we want to use it in a different sense, we must say so ; for 
instance we may speak of labour as productive of necessaries, etc. 

^ Productive consumption, when employed as a technical term, is 
commonly defined as the use of wealth in the production of further 
wealth ; and it should properly include not all the consumption of 
productive workers, but only that which is necessary for their 
efficiency. The term may perhaps be useful in studies of the accumu- 
lation of material wealth. But it is apt to mislead. For consump- 
tion is the end of production ; and all wholesome consumption is 
productive of benefits, many of the most worthy of which do not 
directly contribute to the production of material wealth.® "I 

§ 3. This brings us to consider the term Necessaries. 'It is com- 
mon to distinguish necessaries, comforts, and luxuries; the first 
class including all things required to meet wants which must be 
satisfied, while the latter consist of things that meet wonts of a less 
urgent character. But here again there is a troublesome ambiguity. 
When we say that a want tmtst be satisfied, what are the consequences 

^ Among tlio means of proUnctlon are inoUKleil tlie of labour but not 

ephemeral luxuries ; and the maker of ices is thus classed us unproductive whether he is 
working for a pastry-cook, or us n private servant in a country liouse. But a brick- 
layer engaged in building a theatre is classed as produrtiv'C. K^o doubt tlio division 
between permanent and ephemeral sources of enjoyment is vague and unsubstantial. 
But this diiliciilty exists in the nature of things and cannot be completely evaded by 
any device of wows. ^\'c enn 8|3cak of an merceso of tall men relatively to short, witliout 
deciding whether all those above five feet nine inches are to bo classed as tall, or only 
those above five feet ten. And we con speak of the increase of productive labour at 
the cxpeziee of unproductive without fixing on any rigid, ami therefore arbitrary line of 
division ijctw’ccn them. If such an artificial line is reciuircd for any particular purpose, 
it must be drawn explicitly for tiic occasion. But in fact such occasions seldom or 
never occur. 

* All the distinctions in which tho word I’roductivo is vised arc very thin and have a 
certain air of unreality. It would haniiy bo worth wiiilo to introclueo them now: 
but they liavo a long histoiy*; and it is probably better that they sliould dwindle 
gradually out of use. rather than be sudde^y clisenrdcd, 

Tho attempt to draw a hard and fast lino of distinction wdicre there is no real dis- 
continuity in nature has often done more mischief, but has perlmpa never led to more 
quaint results, than in the rigid definitions which have been sometimes given of this term 
Productive. Some of them for Instance lead to tho conclusion that a singer in an 
opera is unproductive, that tho printer o! the tickets of admission to the opera is pro- 
ductive ; while the usher who shows people to their places is unproductive, unless 
he happens to sell programmes, and then he is productive. Senior points out that 
“ a cook is not said to make roast meat but to drees it; but lie is said to make a pud- 
ding. ... A tailor is said to make cloth into a coat, a dyer is not said to 7tiakc 
undyed cloth into dyed cloth. The change produced by tho dyer is perhaps greater 
than that produced by the tailor, but the cloth in passing through tlie tailor’s hands 
changes its name ; in passing through the dyer’s it docs not : the dyer has not produced 
a new name, nor consequently a new (king.** Pol.^Econ. pp. 51, 2. 
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which we have in view if it is not satisfied? Do they include death ? n. m, 3 . 
Or do they extend only to the loss of strength and vigour ? In other 
words, are necessaries the things which are necessary for life, or those 
which are necessary for efBciency ? 

The term Necessaries, like the term Productive, has been used The term 
elliptically, the subject to which it refers being left to be supplied by 
the reader ; and since the implied subject has varied, the reader has oHipticai. 
often supplied one which the writer did not intend, and thus mis- 
understood his drift. In this, as in the preceding case, the chief 
source of confusion can be removed by supplying explicitly in every 
critical place that which the reader is intended to understand. 

The older use of the term Necessaries was limited to those things Neaa- 
which were sufBcient to enable the labourers, taken one with another, exSten” 
to support themselves and their families. Adam Smith and the , 
more careful of his followers observed indeed variations in the 


efficiency. 


standard of comfort and “ decency ” : and they recognized that 
differences of climate and differences of custom make things necessary 
in some cases, which are superfiuous in others.’^ But Adam Smith 
was influenced by reasonings of the Physiocrats ; they were based 
on the condition of the French people in the eighteenth century, 
most of whom had no notion of any necessaries beyond those which 
were required for mere exiistence. In happier times, however, a 
more careful analysis has made it evident that there is for each rank 
of industry, at any time and place, a more or less clearly defined 
income which is necessary for merely sustaining its members ; while 
there is another and larger income which is necessary for keeping it in 
full efficiency.’* 

It may be true that the wages of any industrial class might have Account 
sufficed to maintain a higher efficiency, if they had been spent with 
perfect wisdom. But every estimate of necessaries must be relative ‘5?.- 

^ 'I'l conditions 

to a given place and time ; and unless there be a special interpre- of place 
tation clause to the contrary, it may be assumed that the wages will 
be spent with just that amount of wisdom, forethought, and unselfish- of 

^ Compare Carver, Principles «/ Political Econnmyfp, 474; which called my atten- 
tion to Adam Smilli’s observation that customary decencies ore in effect necessaries. 

* ThusintheSouthof England populaiionhaeincreascddurinfrthe lost hundred years 
at a fair rate, allowanco being made for migration. But tlio eilieicncy of labour, which 
in earlier times was as high os that in tho North of England, has sunk relatively to the 
North ; so that tlio low-wagod labour of the ISouth is often dearer than the more highly- 
paid labour of tho North. Wo cannot thus say whether the labourers in tho South have 
Leon suppliecl witJi necessaries, unless leo know in wliieli of tliese two senses the word is 
used. They liavo had tho bare necessaries for existence and the increase of numbers, 
but apparently they have not hail the necessariw for ciliciency. It must however bo 
remembered that the strongest labourers in the South bavu constantly migrated to the 
Nortli ; and tliat tiie energies of thoso in tlie Nortli have been raised by their larger 
share of economic freedom and of the hope of naing to a higher position. See Mackay 
in Charity Organization Journal, Feb. 1S91. 
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II, III, 4 . ness, which prevails in fact among the industrial class under dis- 
cussiou. With this understanding we may say that the income of 
Keca- any class in the ranks of industry is below its necessary level, when 
any increase in their income would in the course of time produce a 
more than proportionate increase in their efficiency. Consumption 
may be economized by a change of habits, but any stinting of 
necessaries is wasteful.*- 

Iiiustra- §4. Some detailed study of the necessaries for efficiency of 
cM^rie 9 '’of different classes of workers will have to be made, when we come to 
lateur**^ inquire into the causes that determine the supply of efficient labour. 
But it will serve to give some definiteness to our ideas, if we con- 
sider here what are the necessaries for the efficiency of an ordinary 
agricultural or of an unskilled toivn labourer and his family, in 
England, in this generation. They may be said to consist of a well- 
drained dwelling with several rooms, warm clothing, with some 
changes of underclothing, pure water, a plentiful supply of cereal 
food, with a moderate allow'ance of meat and milk, and a little tea, 
etc., some education and some recreation, and lastlv, sufficient 
freedom for his wife from other work to enable her to perform 
properly her maternal and her household duties. If in any district 
unskilled labour is deprived of any of these things, its efficiency will 
waste suffer in the same way as that of a horse that is not properly tendril, 

when or a steam-engine that has an inadequate supply of coals. All con- 

oonsuraes suiuption up to this limit is strictly productive consumption : any 
less tiwn is stinting of this consumption is not economical, but wasteful. 

necessary. , 

Connn- In addition, perhaps, some consumption of alcohol and tobacco, 
n^oriM. indulgence in fashionable dress arc in many places so 

habitual, that they may be said to be conventionally necessary, since 
in order to obtain them the average man and woman will sacrifice 
some things which arc necessary for efficiency. Their wages arc 
therefore less than are practically necessary for efficiency, unless they 
provide not only for what is strictly necessaiy' consumption, but 
include also a certain amount of conventional necessaries.® 

^ If WO ronsiclcrod an indivirliml of oxocptionnl abilities wo should have to take 
account of tlicfact that tlicroisuot likely to bo the BnmocloBo correspondence bewcen the 
real value of Uis work for tho community and the income which ho earns by it, that 
tlicre is m tho ease of an ordinary member of any industiial class. And wo should have 
to any tliat all hia consumption is strictly ])roductivo and necessary, so long os by 
cuttini: ol! anj' part of it he would diminisli his efficiency by an amount that is of moro 
real value to lilm or the rest of tho world than ho saved, from his consumption. If a 
Newton or a Watt could liave added a hundrodtli part to hia eilicioncy by doubling hia 
jicraonal expenditure, tho incrensr* in his consumption would have been truly pro* 
ductive. As wc shall sec later on, such a case is analogous to additional cultivation of 
rich land that bears a high rent : it may be profitable though the return to it is less than 
m proportion to tho previous outlay. 

2 Oomimre the distinction l^ctwecn *' Thysical and Folitical Necessaries ” in James 
fiteuart’s Inquiry, a.d. 1707, II, xxt. 
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The consumption of conventional necessaries by productive u, m, 4. 
workers is commonly classed as productive consumption; but — 

strictly speaking it ought not to be; and in critical passages a 
special interpretation clause should be added to say whether or not 
they are included. 

It should however be noticed that many things which are rightly 
described as superfluous luxuries, do yet, to some extent, take the 
place of necessaries ; and to that extent their consmnption is pro- 
ductive when they are consumed by producers.^ 

^ Thus a dish of green peas in March, costing perhaps ten shillmgs, is a superfluous 
luxury : but yet it is wliolesntne food, and does the work perhaps of three pennyworth 
of cabbage ; or even, since variety undoubtedly conduces to health, a little more than 
that, fiio it may bo entered porliupa at the value of fourpence under the head of 
necessaries, and at that of nine shillings and eightpcncc under that of superfluities; 
and its consumption may bo regarded as strictly productive to the extent of one- 
fortieth. In exceptional cases, as for instance when the ]>caB are given to an invalid, 
the wholo ten shillings may he well spent, and reproduce their own value. 

Por the sake of giving dcrmitcncss to the ideas it may bo well to venture on estimates 
of necessaries, rough and random as they must bo. Pcrhai^s at present prices the 
strict necessaries fur an average agricultural family are covered by fifteen or oiglitccu 
shillings a wcok, the conventional ncocsstirica by about five sliillinga more. For tlio 
unskilled labourer in tlio town ii few shillings must ho added to the strict necessaries. 

For tlio family of tho sldllcd workman living in a town wo may take twenty -five or 
thirty shilliaga for strict necessaries, and ten sliilliugs For conventional necessaries. For 
a man whose brain has to undergo great continuous strain the strict necessaries are 
perhaps two hundred or two bunurctl and fifty pounds a year if he is a bachelor : but 
more than twice as much if he has an expensive family to educate. His conventional 
necessaries depend on the nature of his calling. 
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(5IAPTER IV 

INCOlffi. CAPITAL 

§1. In a primitive community each family is nearly self- 
sufficing, and provides most of its own food and clothing and even 
household furniture. Only a very small part of the income, or 
comings in, of the family is in the form of money; when one thinks 
of their income at all, one reckons in the benefits which they get from 
their cooking utensils, just as much as those which they get from 
their plough ; one draws no distinction between their capital and the 
rest of their accumulated stock, to which the cooking utensils and 
the plough alike belong.' 

But with the growth of a money economy there has been a 
strong tendency to confine the notion of income to those incomings 
which are in the form of money; including “ payments in kind " 
(such as the free use of a house, free coals, gas, water), which are 
given as part of an employee’s remuneration, and in lieu of money 
payments. 

In harmony with this meaning of Income, the language of the 
market-place commonly regards a man’s capital as that part of his 
wealth which he devotes to acquiring an income in the form of 
money; or, more generally, to acquisition {Erwerbung) by means of 
trade. It may be convenient sometimes to speak of this as his 
trade capital', which may be defined to consist of those external 
goods which a person uses in his trade, either holding them to be 
sold for money or applying them to produce things that are to bo sold 
for money. Among its conspicuous elements are such things as the 
factory and the business plant of a manufacturer; that is, his 
machinery, his raw material, any food, clothing, and house-room 
that he may hold for the use of his employees, and the goodwill of 
his business. 

To the things in his possession must be added those to which he 


'■ Tins and similar tacts have led some people to suppose not only tliat some parts 
of the modern analysis of distribution and exchange are inapplicable to a primitive 
community ; wlm ii is true ; but also that tlierc are no important parts of it that are 
applicable ; which is not true. 'This is a striking instance of the dangers that arise 
from allowing ourselves to become the servants of words, avoiding the hard work that is 
required for discovering unity of substance underlying variety of fonn. 
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has a right and from which he is drawing income ; including loans n, iv, 2 . 
which he has made on mortgage or in other ways, and all the 
command over capital which he may hold under the complex forms 
of the modem “ money market.” On the other hand debts owed by 
him must be deduced from his capital. 

This definition of capital from the individual or business point of 
view is firmly established in ordinary usage ; and it will be assumed 
throughout the present treatise whenever we are discussing problems 
relating to business in general, and in particular to the supply of any 
particular group of commodities for sale in open market. Income 
and capital will be discussed from the point of view of private 
business in the first half of the chapter; and afterwards the social 
point of view will be considered. 

§ 2. If a person is engaged in business, he is sure to have to incur Net 
certain outgoings for raw material, the hire of labour, etc. And, in 
that case, his true or net income is found by deducting from his gross 
income “ the outgoings that belong to its production.” ^ 

Anything which a person does for which he is paid directly or 
indirectly in money, swells his nominal income ; while no services 
that he performs for himself are commonly reckoned as adding to his 
nominal income. But, though it is best generally to neglect them 
when they are trivial, account should for consistency be taken of 
them, when they are of a kind which people commonly pay for 
having done for them. Thus a woman who makes her own clothes or 
a man who digs in his own garden or repairs his own house, is earning 
income; just as would the dressmaker, gardener or carpenter who 
might be hired to do the work. 

In this connection we may introduce a term of which we shall Pro. 
have to make frequent use hereafter. The need for it arises from the 
fact that every occupation involves other disadvantages besides the of net ad- 
fatigue of the work required in it, and every occupation offers other 
advantages besides the receipt of money wages. The true reward 
which an occupation offers to labour has to be calculated by de- 
ducting the money value of all its disadvantages from that of all its 
advantages; and we may describe this true reward as the ‘>iel 
advantages of the occupation. 

The payment made by a borrower for the use of a loan for, say, a int^eH of 
year is expressed as the ratio which that payment bears to the loan, “P**®*- 
and is called interest. And this term is also used more broadly to 
represent the money equivalent of the whole income which is derived 
from capital. It is commonly expressed as a certain percentage on 

* See a report of a Committee of the British Association, IB78, on tho Incomo Tax. 
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tte “ capital ” sum of the loan. Whenever this is done the capital 
must not be regarded as a stock of things in general. It must be 
regarded as a stock of one particular thing, money, which is taken to 
represent them. Thus £100 may be lent at four per cent., that is for 
an interest of £4 yearly. And, if a man employs in business a 
capital stock of goods of various kinds which are estimated as worth 
£10,000 in all ; then £400 a year may be said to represent interest 
at the rate of four per cent, on that capital, on the supposition that 
the aggregate money value of the things which constitute it has 
remained unchanged. He would not, however, be willing to con- 
tinue the business unless he expected his total net gains from it to 
exceed interest on his capital at the current rate. These gains are 
called profits. 

The command over goods to a given money value, which can be 
applied to any purpose, is often described as “ free ” or “ floating ” 
capital.^ 

When a man is engaged in business, his profits for the year are 
the excess of his receipts from his business during the year over his 
outlay for his business. The difference between the value of his 
stock of plant, material, etc. at the end and at the beginning of the 
year is taken as part of his receipts or as part of his outlay, according 
as there has been an increase or decrease of value. What remains of 
his profits after deducting interest on his capital at the current rate 
(allowing, where necessary, for insurance) is generally called his 
earnings of undertaking or management. The ratio m which his 
profits for the year stand to his capital is spoken of as his rate of 
profits. But this phrase, like the corresponding phrase with regard 
to interest, assumes that the money value of the things which con- 
stitute his capital has been estimated : and such an estimate is often 
found to involve great difficulties. 

When any particular thing, as a house, a piano, or a sewing 
machine is lent out, the payment for it is often called Herd. And 
economists may follow this practice without inconvenience when 
they are regarding the income from the point of view of the individual 
trader. But, as will be argued presently, the balance of advantage 
seems to lie in favour of reserving the term Rent for the income 
derived from the free gifts of nature, whenever the discussion of 
business affairs passes from the point of view of the individual to that 

^ Pi'ole39or Clark has znoUo tbo suggostion Lo distinguish between Pure Capitait 
and Capital Goods : the former is to correspond to a waterfall whlcli remains 
stationary ; while Capital Goods are tho particular things which enter and leave the 
business, as paiticular drops pass throi^h tho waterfall. He would of course connect 
interest with pure capital, not with capital goods. 
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of society at large. And for that reason, the term Quasi-renl will be n, w, 3 . 
used in the present volume for the income derived from machines ' — 

and other appliances for production made hy man. That is to say, 
any particular machine may yield an income which is of the nature of 
a rent, and which is sometimes called a Eent; though on the whole, 
there seems to be some advantage in calling it a Quasi-rent, But we 
cannot properly speak of the interest yielded by a machine. If we 
use the term “ interest ” at all, it must be in relation not to the 
machine itself, but to its money value. For instance if the work 
done by a machine which coat £100 is worth £4 a year net, that 
machine is yielding a quasi-rent of £4 which is equivalent to interest 
at four per cent, on its original cost : but if the machine is worth only 
£80 now, it is yielding five per cent, on its present value. Tliis 
however raises some difficult questions of principle, which will be 
discussed in Book V. 

§ 3. Next to consider some details relating to capital. It has 
been classed as Consumption capital, and Auxiliary or Instrmnental 
capital : and though no clear distinction can be drawn between the 
two classes, it may sometimes be convenient to use the terms, with 
the understanding that they are vague. Where definiteness is 
necessary, the terms should be avoided; and expheit enumerations 
should be given. The general notion of the distinction which the 
terms are designed to suggest, can be gathered from the following 
approximate definitions. 

Consumption capital consists of goods in a form to satisfy wants Can- 
directly ; that is, goods which afford a direct sustenance to the 
workers, such as food, clothes, house-room, etc. 

Auxiliary, or instrumental, capital is so called because it consists -iuntiary 
of all the goods that aid labour in production. Under this head ^JenS™’ 
come tools, machines, factories, railways, docks, ships, etc.; and"’^”***' 
raw materials of all kinds. 

But of course a man’s clothes assist him in his work and are 
instrumental in keeping him wann ; and he derives a direct benefit 
from the shelter of his factory as he does from the shelter of Ins 
house.^ 

We may follow Mill in distinguishing circulating capital “ which c«»ai- * 
fulfils the whole of its office in the production in which it is engaged, 
by a single use,” iTova. fixed capital “ which exists in a durable shape copiftii. 
and the return to which is spread over a period of corresponding 
duration.” * 

' See above II, iii. 1. 

^ Adam Smith's distinction between fixed and circidating capital turned on the 
question whetlicr the goods “ yield a profit witliout changing masters ** or not. 
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§ 4. The customary point of view of the business man is that 
which is most convenient for the economist to adopt when discussing 
the production of goods for a market, and the causes which govern 
their exchange value. But there is a broader point of view which the 
business man, no less than the economist, must adopt when lie 
studies the causes which govern the material wellbeing of the com- 
munity as a whole. Ordinary conversation may pass from one point 
of view to another without any formal note of the change : for if 
a misunderstanding arises it soon becomes manifest ; and confusion 
is cut short by a question or by a volunteered explanation. But the 
economist may take no risks of that sort : he must make prominent 
any change in his point of view or in his uses of terms. His path 
might have seemed smoother for the time, if he had passed silently 
from one use to another'; but in the long run better progress is made 
by a clear indication of the meaning attached to each term in every 
doubtful case.^ 

Let us then during the remainder of this chapter deliberately 
adopt the social, in contrast with the individual point of view : let 
us look at the production of the community as a whole, and at its 
total net income available for all purposes. That is, let us revert 
nearly to the point of view of a primitive people, who are chiefly 
concerned with the production of desirable things, and with their 
direct uses; and who are little concerned with exchange and 
marketing. 

From this point of view income is regarded as including all the 
benefits which mankind derive at any time from their effort.s, in the 
present and in the past, to turn nature’s resources to their best 
account. The pleasure derived from the beauties of the rainbow, or 
the sweet taste of the fresh morning air, are left out of the reckoning, 
not because they are unimportant, nor because the estimate would 
in any way he vitiated by including them; hut solely because 
reckoning them in would serve no good purpose, while it would add 
greatly to the length of our sentences and the jJrolixity of our 
discussions. For a similar reason it is not worth while to take 
separate account of the simple services which nearly every one 
renders to himself, such as putting on his clothes ; though there are 
a few persons who choose to pay others to do such things for them. 
Their exclusion involves no principle ; and time spent by some con- 

Hicarclo mado it turn on whothor they arc ** of slow consumption or roquiro to be 
frequently rc}>roduecd ” ; but he truly remarks that this is a division not essential, 
and in wliicli tho lino of demarcation cannot bo accurately drawn.” Mill's moclillca- 
tion is generally accepted by modem economists. 

^ Compare above II. x. 3. 
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trovcrsial writers on disoiiasing it tas been wasted. It simply ii, iv. 4. 
follows the maxim De minimis non curat lex. A driver who, not 
noticing a pool in his way, splashes a passer by is not held to have 
done him legal injury; though there is no distinction in principle 
between his act and that of another, who by a similar lack of 
attention, did serious harm to someone else. 

A man’s present labour yields him income directly, when devoted 
to his own use; and he looks to be paid for it in some form or 
another if he devotes it as a matter of business to the service of 
others. Similarly any useful thing which he has made or acquired 
in the past, or which has been handed down to him, under the 
existing institutions of property, by others who have so made or 
acquired it, is generally a source of material benefit to him directly 
or indirectly. If he applies it in business, this income generally 
appears in the form of money. But a broader use of this term is 
occasionally needed, which embraces the whole income of benefits 
of every sort which a person derives from the ownership of property 
hoAvever applied : it includes for instance the benefits which he gets 
from the use of his own piano, equally untb those which a piano 
dealer would win by letting out a piano on hire. The language 
of common life while averse to so hroad a use of the term Income 
as this even when discussing social problems, yet habitually in- 
cludes a certain number of forms of income, other than money 
income. 

The Income Tax Commissioners count a dwelling-house inhabited 
by its owner as a source of taxable income, though it yields its 
income of comfort directly. They do this, not on any abstract 
principle ; but partly because of the practical importance of house- 
room, partly because the ownership of a house is commonly treated 
in a business fashion, and partly because the real income accruing 
from it can easily be separated off and estimated. They do not 
claim to establish any absolute distinction in kind between the 
things which their rule includes, and those rvhich it excludes. 

Jevons, regarding the problem from a purely mathematical point 
of view, was justified in classing all commodities in the hands of 
consumers as capital. But some writers, while developing this 
suggestion with great ingenuity, have treated it as a great principle ; 
and that appears to be an error in judgment. A true sense of pro- 
portion requires us not to burden our work with the incessant 
enumeration of details of secondary importance, of which no account 
is taken in customary discoiuse, and which cannot even be described 
without offending against popular conventions. 

D 
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§ 5. This brings us to consider the use of the term cajiital from 
the point of view of inquiries into the material wellbeing of society as 
a whole. Adam Smith said that a person’s capital is that 'part of his 
stock from which he expects to derive an income. And almost every use 
of the term capital, which is known to history, has corresponded 
more or less closely to a parallel use of the term Income : in almost 
every use, capital has been that part of a man’s stock from which he 
expects to derive an income. 

By far the most important use of the term Capital in general, i.e. 
from the social point of view, is in the inquiry how the three agents 
of production, land (that is, natural agents), labour and capital, 
contribute to producing the national income (or the national 
dividend, as it will be called later on); and how that income is 
distrilmted among the three agents. And this is an additional 
reason for making the terms Capital and Income correlative from the 
social, as we did from the individual point of view. 

Accordingly it is proposed in this treatise to count as part of 
capital from the social point of \new all things other than land, which 
yield income that is generally reckoned as such in common dis- 
course; together with similar things in public ownership, such as 
government factories ; the term Land being taken to include all free 
gifts of nature, such as mines, fusherics, etc., wliich yield income. 

Thus it will include all things held for trade purposes, whether 
machinery, raw material or finished goods; theatres and hotels; 
home farms and houses : but not furniture or clothes owned by those 
who use them. For the former are and the latter are not commonly 
regarded as yielding income by the world at large, as is shown by the 
practice of the income tax commissioners. 

This usage of the term is in harmony with the common practice 
of economists of treating social problems in broad outline to start 
with, and reserving minor details for later consideration : it is in 
harmony also with their common jiractice of taking Labour to include 
those activities, and tho.se only, which arc regarded a.s the source of 
income in this broader use of the term. Labour together with 
capital and land thus defined arc the sources of all that income of 
which account is commonly taken in reckoning up the National 
Income.! 

‘ Just as for iimflu .il purposes it is lioltrr not to onrumU’r oursuh-os with spcci- 
fyiny iho “ incoinf* ” of ix'neJit wliirli a iiuin ih*riveB from the labour of hrushiiig liis 
Imt in tlie morniuji, so it is hettiT to ignore the element of eapitnl vested in his bnisli. 
But no flueh consulemtion ariHes in a merely abstract dibcussion : iiiul therefore tho 
logical simplicity of Jevons’ dictum thot eommoilitios in tho linnds of consiitncrs are 
capital has some advantages and no disadvantages for inatliciuatieal \eiBions of 
economic doctrines. 



CAPITAL AND INCOME FROM THE SOCIAL POINT OP VIEW 67 

§ 6. Social income may be estimated by adding together the ii, iv , «. 
incomes of the individuals in the society in question, whether it be a 
nation or any other group of persons. We must however not count “'■‘ai 
the same thing twice. If we have counted a carpet at its full value, ti“t”re 
we have already counted the values of the yarn and the labour that ^ 
were used in making it ; and these must not be counted again. And counted 
further, if the carpet was made of wool that was in stock at the oTbeing 
beginning of the year, the value of that wool must be deducted from °™‘tted. 
the value of the carpet before the net income of the year is reached ; 
while similar deduction must be made for the wear and tear of 
machinery and other plant used in making it. This is required by 
the general rule, with which we started, that true or net income is 
found by deducting from gross income the outgoings that belong to 
its production. 

But if the carpet is cleaned by domestic servants or at steam 
scouring works, the value of the labour spent in cleaning it must be 
counted in separately ; for otherwise the results of this labour would 
be altogether omitted from the inventory of those newly-produced 
commodities and conveniences which constitute the real income of the 
country. The work of domestic servants is always classed as 
“ labour ” in the technical sense ; and since it can be assessed en bloc 
at the value of their remuneration in money and in kind without 
being enumerated in detail, its inclusion raises no great statistical 
difficulty. There is however some inconsistency in omitting the 
heavy domestic work which is done by women and other members 
of the household, where no servants are kept. 

Again, suppose a landowner with an annual income of £10,000 
hires a private secretary at a salary of £500, who hires a servant at 
wages of £50. It may. seem that if the incomes of all these three 
persons are counted in as part of the net income of the country, some 
of it will be counted twice over, and some three times. But this is 
not the case. The landlord transfers to his secretary, in return for 
his assistance, part of the purchasing power derived from the produce 
of land ; and the secretary again transfers part of this to his servant 
in return for his assistance. The farm produce the value of which 
goes as rent to the landlord, the assistance which the landlord 
derives from the work of the secretary, and that which the secretary 
derives from the work of the servant are independent parts of the 
real net income of the country ; and therefore the £10,000 and the 
£600 and the £50 which are their money measures, must all be 
counted in when we are estimating the income of the country. But 
if the landlord makes an allowance of £500 a year to his son, that must 
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As the nd pa 3 rmenta on account of interest etc. due to an 
individual — net, i.e. after deducting those due from him to others — 
are part of his income, so the money and other things received net 
by a nation from other countries are part of its income. 

§ 7. The money income, or inflow, of wealth gives a measure of a 
nation’s prosperity, which, untrustworthy as it is, is yet in some 
respects better than that afforded by the money value of its stock of 
wealth. 


gt^erity j-qj income consists chiefly of commodities in a form to give 
national pleasure directly ; while the greater part of national wealth consists 
weaitii. means of production, which are of service to the nation only 

in so far as they contribute to producing commodities ready for 
consumption. And further, though this is a minor point, con- 
sumable commodities, being more portable, have more nearly 
uniform prices all the world over than the things used in producing 
them : the prices of an acre of good land in Manitoba and Kent 
differ more than those of a bushel of wheat in the two places. 

But if we look chiefly at the income of a country we must allow 
for the depreciation of the sources from which it is derived. More 
must be deducted from the income derived from a house if it is made 


of wood, than if it is made of stone ; a stone house counts for more 


towards the real richness of a country than a wooden house which 
gives equally good accommodation. Again, a mine may yield for a 
time a large income, but be exhausted in a few years : in that case, 
it must be counted as equivalent to a field, or a fishery, which yields 
a much smaller annual income, but will yield that income 


permanently. 

Prospoo- § 8. In purely abstract, and especially in mathematical, reasoning 
twraeas terms Capital and Wealth arc used as synonymous almost 
produc- perforce, except that “ land ” proper may for some purposes be 
control the Omitted from Capital. But there is a clear tradition that we should 
fMcapitai Capital when considering things as agents of production; 

and the and that we should speak of Wealth when considering them as results 
onf^ of production, as subjects of consumption and as yielding pleasures 
of possession. Thus the chief demand for capital arises from its 
productiveness, from the services which it renders, for instance, in 


enabling wool to be spun and woven more easily than by the unaided 
hand, or in causing water to flow freely wherever it is wanted 
instead of being carried laboriously in pails; (though there are 
other uses of capital, as for instance when it is lent to a spendthrift. 
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Vi liidi taiiiioL easily be brought under this head). On the other hand ii, iv, 8. 
the supphj of capital is controlled by the fact that, in order to 
accumulate it, men must act prospectively ; they must “ wait ” 
and “ save,” they must sacrifice the present to the future. 

At the beginning of this Book it was argued that the economist 
must forego the aid of a complete set of technical terms. He must 
make the terms in common use serve his purpose in the expression of 
precise thought, by the aid of qualifying adjectives or other indica- 
tions in the context. If he arbitrarily assigns a rigid exact use to a 
word which has several more or less vague uses in the market-place, 
he confuses business men, and he is in some danger of committing 
himself to untenable positions. The selection of a normal use for 
such terms as Income and Capital must therefore be tested by 
actually working with it.* 

^ A short forecast of some of this work may be given here. It will be seen how 
Capital noeds to be considered in regard both to tho embodied aggregate of the benefits 
derivable from its use, and to tho embodied aggregate of the costs of the efforts and of 
tho saving needed for its production : and it will bo shown how these two aggregates 
tend to balance. Thus in V. iv., which may be taken as in some sense a continuation 
of the present chapter, they will bo seen balancing directly in the forecasts of an 
individual Robinson Crusoo; and — for the greater part at least— in terms of money 
in tho forecasts of a modem business man. In nther coso both sides of the account 
must bo referred to the same dato of time ; those that come after that date bem^^ dis- 
counted ” back to it ; and those that como before being “ accumulated up to it. 

A similar balancing in regard to tho beneOts ana the costs of capital at large 
will ho found to be a chief corner stone of social economy : although it is true that m 
coiiscqiicnco of tlie unequal distribution of wealth, accounts cannot be made up 
from tho social point of view u ith that cleamcra of outline that is attainable in the case 
of an individual, wiicther a Robinson Crusoe, or a modem business man. 

In every part of our discussion of the causes that govern tho accumulation and tlio 
application of jiroductivo resources, it will appear that there is no imiversal rule 
that the uso of roundabout methods of production is more efficient than direct 
methods; that there arc some conditions under which the investment of effort in 
obtaining machinery and in making costly provision against future wants is economical 
in the long run, and others in wliich it is not : and that capital is accumulated in pro- 
portion to the prospcctivcncss of man on the one liami, and on the other to the absorption 
of capital by those roundabout methods, wliich are sufficiently productive to remun- 
erate their adoption. See especially IV. vn. 8 ; V. iv. ; VI. i. 8 ; and VL n. 1. 

Tlie broader forces, that govern the production of capital in general and its con- 
tribution to tho national income, are discussed in IV. vii. ix.-xi. : the imperfect 
adjustments of the money measures of benefits and costs to their real volume are 
discussed chiefly in II [. ul-v.; IV. yii.; and VI. m.-vin.; the resultinc share in 
the total product of labour and capital, aided by natural resources, whidi goes to 
capital, is discussed chiefly in VI. i. ii. vi.-vin. xi. xu. 

iSomo of the chief incidents in the history of the definitions of Capital are given in 
Appendix h). 
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CHAPTER I 
INTRODUCTORY 

§1. The older definitions of economics described it as the 
science ivhicli is concerned with the production, the distribution, the 
exchange, and the consumption of wealth. Later experience has 
shown that the problems of distribution and exchange are so closely 
connected, that it is doubtful whether anything is to be gained by the 
attempt to keep them separate. There is however a good deal of 
general reasoning with regard to the relation of demand and supply 
which is required as a basis for the practical problems of value, and 
which acts as an underlying backbone, giving unity and consistency 
to the main body of economic reasoning. Its very breadth and 
generality mark it off from the more concrete problems of distribu- 
tion and exchange to which it is subservient ; and therefore it is put 
together in Book V on “The General Theory of Demand and 
Supply ” which prepares the way for ■“ Distribution and Exchange, 
or Value.” 

But first comes the present Book III, a study of Wants and their 
satisfaction, i.e. of demand and consumption : and then Book IV, a 
study of the agents of production, that is, the agents by whose means 
wants are satisfied, including man himself, the chief agent and the 
sole aim of production. Book IV corresponds in general character 
to that discussion of production to which a large place has been 
given in nearly all Engli.sh treatises on general economics during the 
last two generations; although its relation to the problems of 
demand and supply has not been made sufficiently clear. 

§ 2, Until recently the subject of demand or consumption has 
been somewhat neglected. For important as is the inquiry how to 
turn our resources to the best account, it is not one which lends 
itself, so far as the expenditure of private individuals is concerned, 
to the methods of economics. The common sense of a person who 
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Las Lad a large exjjerieiiee of life will give Lim more guidance in such ill, i, 2 . 
a matter than he can gain from subtle economic analyses; and 
until recently economists said little on the subject, because they 
really had not much to say that was not the common property of all 
sensible people. But recently several causes have combined to give 
the subject a greater prominence in economic discussions. 

The first of these is the growing behef that harm was done by The Srat 
Bicardo’s habit of laying disproportionate stress on the side of cost 
of production, when analysing the causes that determine exchange 
value. For although he and his chief followers were aware that tLe 
conditions of demand played as important a part as those of supply 
in determining value, yet they did not express their meaning with 
sufficient clearness, and they have been misunderstood by all but the 
most careful readers. 


Secondly, the growth of exact habits of thought in economics is The second 
making people more careful to state distinctly the premises on which 
they reason. This increased care is partly due to the application 
by some writers of mathematical language and mathematical habits 
of thought. It is indeed doubtful whether much has been gained 
by the use of complex mathematical formiilsc. But the application 
of mathematical habits of thought has been of great service ; for it 
has led people to refuse to consider a problem until they are quite 
sure what the problem is ; and to insist on knoi\ ing what is, and what 
is not intended to be assumed before proceeding further. 

This has in its turn compelled a more careful analysis of all the 
leading conceptions of economics, and especially of demand; for 
the mere attempt to state clearly how the demand for a thing is to 
be measured opens up new aspects of the main problems of economics. 

And though the theory of demand is yet in its infancy, we can 
already see that it may be possible to collect and arrange statistics 
of consumption in such a way as to throw light on difficult questions 
of great importance to public wellbeing. 

Lastly, the spirit of the age induces a closer attention to the The third 
question whether our increasing wealth may not be made to go 
further than it does in promoting the general wellbeing; and this 
again compels us to examine how far the exchange value of any 
element of wealth, whether in collective or individual use, represents 
accurately the addition which it makes to ha])]3inc.ss and wellbeing. 


We will begin this Book with a short study of the variety of "’o ^^ill 
human wants, considered in their relation to human efforts and aTtudy of* 


activities. For the progressive nature of man is one whole. It is 
only temporarily and provisionally that we can with profit isolate for oHorts. 
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INTRODUCTOEY 


in, 1, 2. study the economic side of his life ; and we ought to be careful to take 
together in one view the whole of that side. There is a special need 
to insist on this just now, because the reaction against the com- 
parative neglect of the study of wants by Kicardo and his followers 
shows signs of being carried to the opposite extreme. It is important 
still to assert the great truth on which they dwelt somewhat too 
exclusively ; viz. that while wants are the rulers of life among the 
lower animals, it is to changes in the forms of efforts and activities 
that we must turn when in search for the keynotes of the history of 
mankind. 



CHAPTER II 

WANTS IN RELATION TO ACTIVITIES 

§ 1. Human wants and desires are countless in number and very iii„ n. i. 
various in kind : but they are generally limited and capable of being 
satisfied. The uncivilized Tnan indeed has not many more than the wants of 

. , 1 . ... . J.T. savage 

brute animal; but every step in his progress upwards increases tne ore few; 
variety of his needs together with the variety in his methods of 
satisfying them. He desires not merely larger quantities of the 
things he has been accustomed to consume, but better qualities of 
those tilings; he desires a greater choice of things, and things that 
will satisfy new wants growing up in him. 

Thus though the brute and the savage alike have their prefer- but civiii- 
ences for choice morsels, neither of them cares much for variety for 
its own sake. As, however, man rises in civilization, as his mind 
becomes developed, and even his animal passions begin to associate variety for 
themselves with mental activities, his wants become rapidly more 
subtle and more various ; and in the minor details of life he begins 
to desire change for the sake of change, long before he has consciously 
escaped from the yoke of custom. The first great step in this 
direction comes with the art of makbg a fire : gradually he gets to 
accustom himself to many different kinds of food and drink cooked 
in many different ways ; and before long monotony begins to become 
irksome to him, and he finds it a great hardship when accident 
compels him to live for a long time exclusively on one or two kinds 
of food. 

As a man’s riches increase, his food and drink become mord jian’s 
various and cogtly; but his appetite is limited by nature, and\“P^‘j' 
when his expenditure on food is extravagant it is more often tojia limited, 
gratify the desires of hospitality and display than to indulge hisV 
own senses. 

This brings us to remark with Senior that “ Strong as is the but not ids 
desire” for variety, it js weak compared with tlm desire for db- 
tinction : a feeling which if we consider its imiversality, and its tmn: 
constancy, that it affects all men and at all times, that it comes with 
us from the cradle and never leaves us till we go into the grave, may 
be pronounced to be the most powerful of human passions.”' This 
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. great half-truth is well illustrated by a comparison of the desire for 
choice and various food with that for choice and various dress. 

§ 2. That need for dress which is the result of natural causes 
varies with the climate and the season of year, and a little with the 
nature of a person’s occupations. But in dress conventional wants 
overshadow those which are natural. Thus in many of the earlier 
stages of civilization the sumptuary mandates of Law and Custom 
have rigidly prescribed to the members of each caste or industrial 
grade, the style and the standard of expense up to which their dress 
must reach and beyond which they may not go ; and part of the 
substance of these mandates remains now, though subject to rapid 
change. In Scotland, for instance, in Adam Smith’s time many 
persons were allowed by custom to go abroad without shoes and 
stockings who may not do so now ; and many may still do it in 
Scotland who might not in England. Again, in England now a well- 
to-do labourer is expected to appear on Sunday in a black coat and, 
in some places, in a silk hat ; though these would have subjected him 
to ridicule but a short time ago. There is a constant increase both in 
that variety and expensiveness which custom requires as*a minimum, 
and in that which it tolerates as a ma.xiinum; and the efforts to 
obtain distinction by dress are extending themselves throughout the 
lower grades of English society. 

But in the upper grades, though the dress of women is still 
various and costly, that of men is simple and inexpensive as com- 
pared with what it was in Europe not long ago, and is to-day in the 
East. For those men who are most truly distinguished on their own 
account, have a natural dislike to seem to claim attention by their 
dress ; and they have set the fashion.^ 

§ 3. House room satisfies the imperative need for shelter from 
the weather : but that need plays very little part in the effective 
demand for house room. For though a small but w'ell-built cabin 
gives excellent shelter, its stifling atmosphere, its necessary unolean- 
liness, and its want of the decencies and the quiet of life are great 
evils. It is not so much that they cause physical discomfort as that 

^ A woman may display wealth, but she may not display only her wealth, by 
hor dress; or clso slio defeats her cnd& Sho must also suggest somo distinction 
of rliarar*tcr ns well as of wealth ; for though lier dress mtiy owe more to her dross- 
maker tiuui to herself, yet thero is a traditional assumption that, being less busy 
than man with external affairs, sho can givo more time to taking thought os to her 
drf*BS. Kven under tlio sway of modem fashions, to be ” well dressed ” — not “ ex- 
pensively dressed ” — is a reasonable minor aim for those who desire to be distinguished 
for tlicir faculties and abilities ; and this will be still more the case if the evil dominion 
of tho wanton vagaries of fashion should pass away. For to arrange costumes beautiful 
in themselves, various and well-adopted to their purposes, is an object worthy of high 
endeavour; it belongs to the same class, though not to tlio same rank in that class, os 
the painting of a good picture. 
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they tend to stunt the faculties, and limit people’s higher activities, iii, n, 4. 
With every increase in these activities the demand for larger house 
room becomes more urgent.^ 

And therefore relatively large and well-appointed house room is, 
even in the lowest social ranks, at once a “ necessary for cfEciency,” ’ 
and the most convenient and obvious way of advancing a material 
claim to social distinction. And even in those grades in which 
everyone has house room sufficient for the higher activities of 
himself and his family, a yet further and almost unlimited increase 
is desired as a requisite for the exercise of many of the higher .social 
activities. 

§ 4. It is, again, the desire for the exercise and development of Wenta 
activities, spreading through every rank of society, which leads not 
only to the pursuit of science, literature and art for their own activities, 
sake, but to the rapidly increasing demand for the work of those 
who pursue them as professions. Leisure is used less and less 
as an opportunity for mere stagnation; and there is a growing 
desire for those amusements, such as athletic games and travel- 
ling, which develop activities rather than indulge any sensuous 
craving.^ 

For indeed the desire for excellence for its own sake, is almost as Gradations 
wide in its range as the lower desire for distinction. Just as the 
desire for distinction graduates down from the ambition of those who excellence, 
may hope that their names will bo in men’s mouths in distant lands 
and in distant times, to the hope of the country lass that the new 
ribbon she puts on for Easter may not pass unnoticed by her neigh- 
bours ; so the desire for excellence for its own sake graduates down 
from that of a Newton, or a Stradivarius, to that of the fisherman 
who, even when no one is looking and he is not in a hurry, delights in 
h p nciling his craft well, and in the fact that she is well built and 
responds promptly to his guidance. Desires of this kind exert a 
great influence on the supply of the highest faculties and the greatest 
inventions ; and they are not unimportant on the side of demand. 

For a large part of the demand for the most highly skilled pro- 
fessional services and the best work of the mechanical artisan, arises 
from the delight that people have in the training of their own faculties. 


1 It is true tliat mniiy aclive-inimlotl norking men prefer crampeil lodgings in a 
town to a roomv cottage in tlie country ; but tlint is because they have a strong taste 
for those activities for wliicli a country life oifets little scope. 


> See Hook 11. ch. m. § 3- , , , , . , , 

• As a minor point it may bo noticcil that those drinks which stimulate the mental 
activities are largely displacing those which merely gratify the senses. The consump- 
tion of too is increasing very fast, while that of alcohol is stationary ; and there is in 
all ranks of society a dimiiiisliing demand for Uio grosser and more immediately 
stupefying forms of alcohol. 
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and in exercising them by aid of the most delicately adjusted and 
responsive implements. 

Speaking broadly therefore, although it is man’s wants in the 
earliest stages of his development that give rise to his activities, yet 
afterwards each new step upwards is to be regarded as the develop- 
ment of new activities giving rise to new wants, rather than of new 
wants giving rise to new activities. 

We see this clearly if we look away from healthy conditions of 
life, where new activities are constantly being developed ; and watch 
the West Indian negro, using his new freedom and wealth not to get 
the means of satisfying new wants, but in idle stagnation that is not 
rest; or again look at that rapidly lessening part of the English 
working classes, who have no ambition and no pride or clelight 
in the growth of their faculties and activities, and spend on drink 
whatever surplus their wages afford over the bare necessaries of a 
squalid life. 

It is not true therefore that “ the Theory of Consumption is the 
scientific basis of economics.” ^ For much that is of chief interest 
in the science of wants, is borrowed from the science of efforts and 
activities. Those two supplement one another ; cither is incomplete 
without the other. But if either, more than the other, may claim 
to be the interpreter of the history of man, whether on the econoniie, 
side or any other, it is the science of activities and not that of wants ; 
and McCulloch indicated their true relations when, discussing the 
progressive nature of man,” ® he said : — “ The gratification of a want 
or a desire is merely a .step to some new pursuit. In every stage of 
his progress he is destined to contrive and invent, to engage in new 
undertakings ; and when these are accomplished to enter with fresh 
energy upon others.” 

From this it follows that such a discussion of demand as is possible 
at this stage of our work, must be confined to an elementary analysis 
of an almost purely formal kind. The higher study of consumption 
must come after, and not before, the main body of economic analysis ; 
and, though it may have its beginning within the proper domain of 

^ This doctrine is laid down by BanllHrl, and adopted by Jovons as the key of his 
position. It is unfortunate tliat here as ehcwlicro Jevons' delight in stating his case 
strongly has led )iim to a conclusion, which not only is inaccurate, but does mischief 
by implying that the older economislu were idoto at fault than they really wore. 
Dnnfleld says the first proposition of the tlicory of consumption is that the satisfac- 
tion of every lower vant in the scale creates a desire of a liigher character.” And if 
this were true, the above doctrine, which he bases on it. would bo true also. But, U'l 
Jevons points out {Theory^ 2nd Ed. p. 59), it is not true : and he substitutes for it the 
statement that tlio satisfaction of a lower want permits a higher want to manifest 
itself. 'J’lint is a true and indeed an klcntical pro]) 08 iliun : but it affords no support 
to the claims of the Theory of Consumption to 8U]>L*emacy. 

^ Political Economy, ch. ii. 
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economics, it cannot find its conclusion there, but must extend far iii, n, 4 
beyond.^ 

' The formal classification of A\ants is a task not witliout inteiest, but it is 
not needed for our pui poses The basis of most modem ^%ork in this direction is 
to be found in Hermann's Sfaat3WiUhM.haJtltche Lntersuchunqen, Ch II , tv here 
^\ant8 are classified as absolute and rclati\e, higher and lower, urgent and capable 
of postponement, positiie and ncrati\e, direct and indiicct, general and particular, 
constant and niton upted, pcimancnt and temporary, ordinary and extraordinary, 
present and future, mdnidiial and colloctne, pn\Qte and public " 

borne onahsis of wants and dosiics is to 1^ foiiiKl in the groat majority of Prench 
and othei Continental ticatisos on cconomice e\ cn of the la*it generation , but the rigid 
boundary which English writers ha\o ascribed to then science has excluded such dis 
cushions And it is a charactciistic fact that tlicie is no allusion to them m Bentham's 
Manual of Political Etonomy, altliough his piofoimd anahsis of tliem in the Pnnetplea 
of Motala and Lpgulatton and in the Table of the Springs of Human Action has exercised 
a widespread influence Hermann has studied Bcntliam, and on the other hand 
Banfield, whose lectuies were perhaps the first ever given in an English Umveraity 
that owed much directly to German economic thought, acknowledges special obliga- 
tions to Hcimann In England the way was prejmred for Jovons* excellent work on 
the theory of wants, by Bentham himself, by bcnior, whose short remarks on the 
subject aro pregnant with far reaching lunts, by Banfield, and by the Australian 
Heain Hearn’s Plutology or Theory of the LfforU to satisfy Human Wants is at once 
simple and profound it afloids an admiiablc example of the way m wluch detailed 
anaUsia may be applied to afford a training of a very high oidei foi tlie young, and 
to give them an intelligent acquaintance with the economic conditions of life, without 
foKing upon thorn any particulai solution of those moio dilhcult problems on which 
tho\ arc not yet able to foim on independent judgment At about the same time as 
J c\ ons’ Theory appeal cu, Cat 1 Alengcr ga\ o a groat impetus to the subtle and intei csting 
studies of wants and utilities by the Austiion school of economists they had already 
been initiated by von Thunon, as is indicated m the Pieface to this Volume 



QSifPTER III 

GRADATIONS OF CONSUMERS’ DEMAND 

ni, in, 1 . § 1. When a trader or a manufacturer buys anything to be used 

in production, or be sold again, his demand is based on his antici- 
consumers’ pations of the profits which he can derive from it. These profits 
governs depend at any time on speculative risks and on other causes, which 
will need to be considered later on. But in the long run the price 
which a trader or manufacturer can afford to pay for a thing depends 
on the prices which consumers will pay for it, or for the things made 
by aid of it. The ultimate regulator of all demand is therefore 
consumers’ demand. And it is with that almost exclusively that we 
shall be concerned in the present Book. 

Utility and Utility is taken to be correlative to Desire or Want. It has been 
already argued that desires cannot be measured directly, but only 
correlative indirectly by the outward phenomena to which they give rise : and 
having no that in thosc cases with which economics is chiefly concerned the 
pi^enUai which a person is willing to pay for the 

connota- fulfilment or satisfaction of his desire. He may have desires and 
aspirations which are not consciously set for any satisfaction : but for 
the present we are concerned chiefly with those which do so aim ; and 
we assume that the resulting satisfaction corresponds in general fairly 
well to that which was anticipated when the purchase was made.^ 
The law [ There is an endless variety of wants, but there is a limit to each 
war^T* separate want. This familiar and fundamental tendency of human 
diminUh- nature may be stated in the law of satiable waMs or of diminishing 
ingutaay. niUiiij of a thing to anyone (that is, the total 

' It cannot bo too much insisted that to mciiBiiro directly, or pr se, either desires 
or the satisfaction winch results fiom their fulSIment is impossible, if not inconceivable. 
If we could, wo should have two accounts to make up, one of desires, and the other of 
rcalued satisfactions. And tlie two might differ considerably. For, to say nothing 
of higher aspirations, some of those desires with which economics is chiefly concerned, 
and especially those connected with emulation, aro impulsive ; many result from the 
force of habit ; some are morbid and lead only to hurt ; and many are based on expec- 
tations that are never fulfilled, (ijee above i. ii. 3, 4.) Of course many satisfactions 
are not common pleasures, but belong to the development of a man's higher nature, 
or to use a good old word, to his bcatijicalion; and some may even partly result from 
self-abnegation. (Seel. n. 1.) Tho two direct measurements then might differ. But 
as neither of them is possiblo, wo fall back on tho measurement which economics 
supplies, of the motive or moving forco to action i and we make it serve, with all 
its faults, both for tho desires which prompt activities and for tho satisfactions that 
result from them, (Compare “ Horae remarks on Utility " by Frof. Pigou in the 
Ecunomia Journal for March, 1903.) 
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pleasure or other benefit it yields him) increases with every increase m, m, 2 . 
in his stock of it, but not as fast as his stock increases. If his stock 
of it increases at a uniform rate the benefit derived from it increases utility. 


at a diminishing rate. In other words, the additional benefit w'hich 
a person derives from a given .increase of his stock of a thing, 
diminishes with every increase in the stock that he already has. 
ys^That part of the thing which he is only just induced to purchase 
may be called his margind purchase, because he is on the margin of Marginal 
doubt whether it is worth his while to incur the outlay required to 
obtain it. And the utility of his marginal purchase may be called the 
marginal utility of the thing to him. Or, if instead of buying it, he Marginal 
makes the thing himself, then its marginal utility is the utility of that 
part which he thinks it only just worth his while to make. And thus 


the law just given may be worded : — 

The margi nal utility of a thing to anyone diminishes with every 
i ncrease in the .iinnii riFnTTt, he-aiceady^EB. ^ 

There is however an implicit condition in this law which should it » 


be made clear. It is that we do not suppose time to be allowed for 

any alteration in the character or tastes of the man himself. It is conaumor’a 

therefore no exception to the law that the more good music a man is'Sn-'**' 


hears, the stronger is his taste for it likely to become ; that avarice 


and ambition are often insatiable ; or that the virtue of cleanliness 


and the vice of drunkenness alilre grow on what they feed upon. 

For in such cases our observations range over some period of time ; 
and the man is not the same at the begiiming as at the end of it. If 
we take a man as he is, without allowing time for any change in his 
character, the marginal utility of a thing to him diminishes steadily 
with every increase in his supply of it.* 

§ 2. Now let us translate this law of diminishing utility into terms Transia- 
of price. Let us take an illustration from the case of a commodity 


^ Seo Note 1 in tlio Matliumatical Appendix at tlie end of tlio Volume. This 
law holds a priority of position to tlio law iff diminighimj return from laiul ; wliich 
however lias the priority in time; since it was tlie first to bo Hiilijecled to a ri^id 
analysis of a somi-mfltliomatical character. And if by luiticipiition w'c borrow some 
of its terms, we may say that Iho refarn of pleasure which a person pets from each 
additional dose ol a commodity diminishes till at last a margin is reached at which it 
is no longer worth his wiiilo to acquire any more of it. 

The term 7narginal utility {Qrenz-nulz) was first used in this connection by the 
Austrian Wicsor. It has liecn adopted by Prof. Wickstccd. It corresponds to the 
term Final used by Jevons, to wlioiii WU*6er makes his ueknowledgmcnts in the 
i’refaco (p. xxiii, of the English edition). Uis list of miticipators of his doctrine is 
headed by Gossen, 1854. 

* It may bo noticed hero, though the fact is of but little jiroetical importance, 
that a small quantity of a commodity may bo insuflicient to meet n certain special 
want; and tlien there will be a more tlmu projiortionuto increusu of pleasure when 
the consumer gets enough of it to enable him to attain the desired end. Thus, 
for instance, anyone would derive 1(*bs pleasure in proportion from ten pieces of 
wall-paper than from twelve, if the latter would, anti the foiiuor would not, cover 
tile whole of tlie walls of his room. Or again a very short concert or a holiday may fail 
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siirh as tea, whioh is in constant demand and which can be purchased 
in small quantities. Suppose, for instance, that tea of a certain 
quality is to be had at 2s. per lb. A person might be willing to give 
10s. for a single pound once a year rather than go without it alto- 
gether ; while if he could have any amount of it for nothing he would 
perhaps not care to use more than 30 lbs. in the year. But as it is, 
he buys perhaps 10 lbs. in the year; that is to say, the difference 
between the satisfaction which he gets from buying 9 lbs. and 10 lbs. 
is enough for him to be willing to pay 2s. for it ; while the fact that 
he does not buy an eleventh pound, shows that he does not think 
that it would be worth an extra 2s. to him. That is, 2s. a pound 
measures the utility to him of the tea which lies at the margin or ter- 
minus or end of his purchases ; it measures the marginal utility to 
him. If the price which he is just willing to pay for any pound be 
called his demand price, then 2s. is his marginal demand price. And 
our law may be worded ; — 

The larger the amount of a thing that a person has the less, other 
things being equal {i.e. the purchasing power of money, and the 
amount of money at his command being equal), will bo the price 
which he will pay for a little more of it : or in other words his 
marginal demand price for it diminishes. 

His demand becomes efficient, only when the price which he is 
willing to offer reaches that at which others are willing to sell. 

This last sentence reminds us that we have as yet taken no account 
of changes in the marginal utility of money, or general purchasing 
power. At one and the same time, a person’s material resources being 
unchanged, the marginal utility of money to him is a fixed quantity, so 
that the prices he is just willing to pay for two commodities are to one 
another in the same ratio as the utility of those two commodities. 

§ 3. A greater utility will be required to induce him to buy a 
thing if he is poor than if he is rich. We have seen how the clerk 
with £100 a year will walk to business in a heavier rain than the clerk 
with £300 a year.^ But although the utility, or the benefit, that is 
measured in the poorer man’s mind by twopence is greater than that 
measured by it in the richer man’s mind ; yet if the richer man rides 
a hundred times in the year and the poorer man twenty times, then 

of its piirposo of soothing and racrcatii^ : and one of double length might be of more 
than double total utility. This case corrosponds to the fact, which we shell havo to 
study lu connection with the tendency to diminishing return, tliat the capital and 
labour already applied to any piece of land may be bo inadequate for the development 
of its full powers, that some further expenditure on it oven with the existing arts of 
agriculturo would give a more than proportionate return ; and in the fact that an im- 
provement in tlio arts of agriculture may resist that tendency , we sl\all find an analogy 
to the condition just mentioned in the text as implied in tlie law of diminishing utility. 

^ bee I. n. 2. 
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the utility of the hundredth ride which the richer man is only just ill, m, 4 . 
induced to take is measured to him by twopence ; and the utility of 
the twentieth ride which the poorer man is only just induced to take 
is measured to him by twopence. For each of them the maTginal 
utility is measured by twopence ; but this marginal utility is greater 
in the case of the poorer man than in that of the richer. 

In other w’ords, the richer a man becomes the less is the marginal 
utility of money to him ; every increase in his resources increases the 
price which he is willing to pay for any given benefit. And in the 


same way every diminution of his resources increases the marginal 
utility of money to him, and diminishes the price that he is willing to 
pay for any benefit.^^^ 

§ 4 . To obtain complete know'ledge of demand for anything, we A more 

should have to ascertain how much of it he would be willins to 

.... ® expreaaioii 

purchase at each of tlic prices at which it is likely to be offered ; and the 
the circumstance of his demand for, say, tea can be best expressed o?mi 
a list of the prices which he is willing to pay; that is, by his 
several demand prices for different amounts of it. (This list may be 
called his demand schedule.) 


Thus for instance we may find that he would buy 


6 lbs. at 50d. per lb. 10 lbs. at 24d. per lb. 


7 „ 40 


11 

» -21 „ 

7 33 


12 

1) 19 » 

9 „ 28 

a 

13 

1 * )> 

If corresponding 

prices 

were' filled 

in for all intermediate 


amounts w’e should have an exact statement of his demand.^ We 


^ noto II. ill tho Mathematical Ap]x.'m!ix. 

^ Such a demand scliedule may bo translated, on a phm now coming into familiar 
UBO, into a curve tlmt may be called his demand curve. Let Ox and Oy be drawn the 
one horizontally, tho other vertically. Let an inch measured along Ox represent 
10 lbs. of tea, and an incli measured along Oy represent 4h<l. 
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m. iir, 6. cannot express a person’s demand for a thing hy the “ amount he is 
ThTr^an- ^ huy,” 01 by the “ intensity of his eagerness to buy a certain 
ing of the amount,” without reference to the prices at which he would buy that 
^ecue Oj amount and other amounts. We can represent it exactly only by 
demand, jjg^g Qf p^iges at which he is willing to buy different amounts.^ 

When we say that a person’s demand for anything increases, we 
mean that he will buy more of it than he would before at the same 
price, and that he will buy as much of it as before at a higher price. A 
general increase in his demand is an increase throughout the whole list 
of prices at which he is willing to purchase different amounts of it, and 
not merely that he is willing to buy more of it at the current prices.® 
Transition § 5. So far we have looked at the demand of a single individual. 

of And in the particular case of such a thing as tea, the demand of a 
a group of single person is fairly representative of the general demand of a 
market. whole market : for the demand for tea is a constant one ; and, 
since it can be purchased in small quantities, every variation in its 
price is likely to affect the amount which he will buy. But even 
among those things which are in constant use, there are many for 

w, being on Ox ond m^pi being drawn verticnlly from ; and so for the otliers. Thun 
P}Py’Pt ore points on liifl demand curve for tea; or as we may say dvinah^I point/*. 
U we could find demand points in the same manner for every po8}>il)h‘ qnaidity of tea, 
we sliould jret the Mdiole concinuous ctirve DiJ' as shown in the fiuure. This uccount 
of the demand selicdule and eur\'o is provisional ; several dinieullies coniu cled with it 
ore deferred to cliajiter v. 

^ Thus Mill says that wo must mean by the \\ ord doiniintl, the quantity demanded, 
and remember that this is not a iixc<l quantity, but in general varies ncf ording to 
the value.” {Principle^tt 111. ii. 4.) TIus aeeount is Bcicntifie in Bubslatite ; but it h 
not clearly expressed and it luis been much misunderstood. Cairiies prefer to repre* 
sent ’* demand as the dcairo for commodities and services, seeking its cii<l by an olfer 
of general purchasing! power, and supply as liic desire for general purchasing ]>ower, 
socking its end by an olTer of specific commodities or services,” He docs this in order 
that ho may be able to Bpcak of o ratio, or equality, of demand and supply, iiut the 
quantities of two desires on tliepart of two different ijorsons cannot be compared directly ; 
their measures may be compared, but not they themselves. And in fact Cairnes is 
himself driven to speak of supply os “ limited by the quantity of specific commodities 
offered for sale, and denmnd i>y the quantity of ])urclmsing power olTcrod for their 
purchase.*’ But sellers have not a fixed rpmiitily of eoinmoilitics which they olfer for 
sale unconditionally ot wliatcvcr price they cun get ; buyers have not a fixed quantity 
of purchttbing power uhich they aie remly to sj^eml on tlie sjjccine comniOLlitics, 
however much tliey i)ay for them. Account must llien be taken in cither cn.se of tlio 
relation between Cjuunlity and price, in onlcr to complete C'uirncs* account, and when 
this is done it is brought back to the lines followed hy Mill. He says, iiideetl, that 
”i.}cmand, as defined by Mill, i.s to be understood us nicusurcd, not, as nij' dciinitiun 
would require, by the quantity of purchasing power offered in support of tho desire for 
commodities, but hy the quantity of eonmiodities for wliich such purchasing ])Ower is 
offered.” It is true that there is a great difference belM'ccn the stalemenls, “ 1 a ill huy 
twelve eggs,” and “ 1 will buy ashiUijig*s worth of eggs.'* But there is no sul). tautive 
diffcreiico between tho statement, **I will huy twelve eggs at a penny cacli, but only 
six at thrco-lialfpenee eucli,** and the statement, 'T will spend a shilling on eggs at a 
ixMiny each, hut if lliey cost three-halfpence each 1 will spend ninepcnco on them.” 
But while Cairnes’ account when completed becomes Hiihstanlinlly tho siime as idiirs, 
its present form is even more misicwling. (See un arth-h* hy the present writer on Miira 
Theory oJ Value in tlio Forlniyhtly Iheieio for April, 1H70.) 

* \Vo may sometimes find it convenient to speak of this as a raining oJ his demand 
schedule. (Jeometrically it is represented by raising his denmnd curve, or, what comes 
to the samo thing, moving it to the right, with perhaps some modification of its shape. 
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which the demand on the part of any single individual cannot vary in. nr. s. 
continuously with every small change in price, but can move only ^1,7117 
by great leaps. For instance, a small fall in tlic price of hats or mand on 
watches will not affect the action of every one ; but it will induce a of an”* 
few persons, who were in doubt whether or not to get a new hat or a “‘dividual 
new watch, to decide in favour of doing so. things 

There are many classes of things the need for which on the part 
of any individual is inconstant, fitful, and irregular. There can he no 
list of individual demand prices for wedding-cakes, or the services of 
an expert surgeon. But the economist has little concern with 
particular incidents in the lives of individuals. He studies rather 
“ the course of action that ma}' be expected under certain conditions 
from the members of an industrial group,” in so far as the motives of 
that action are measurable by a money price ; and in these broad 
results the variety and the fickleness of individual action arc merged 
in the comparatively regular aggicgate of the action of many. 

In large markets, then — where rich and poor, old and young, men But the 
and women, persons of all varieties of tastes, temperaments and occu- dfSand*of 
pations arc mingled together, — the peculiarities in the wants of many 
individuals will compensate one another in a comparatively regular show^a 
gradation of total demand. Every fall, however slight in the price of 
a commodity in general use, will, other things being cciual, increase the prieo for 
total sales of it ; just as an unhealthy autumn increases the mortality 
of a large town, though many persons are uninjured by it. And there- quantity, 
fore if we had the requisite knowledge, we could make a list of prices 
at which each amount of it could find purcha.5ers in a given place 
during, say, a year. 

The total demand in the place for, say, tea, is the sum of the demands 
of all the individuals there. iSome will be richer and some poorer than 
the individual consumer whose demand we have just written down ; 
some will have a greater and others a smaller liking for tea than he has. 

Let us suppose that there are in the place a million purchasers of tea, 
and that their average consumption is equal to his at each several price. 

Then the demand of that place is represented by the same list of prices 
as before, if we write a million pounds of tea instead of one pound. ^ 

^ TIic demand ie rcpreseiitod hy tlic same curve uh before, 
only an inuh measured aloii^' Oa: now reproaonts ten million 
pounds instead of ton pounds. And o fonnnl definition of 
the demand curve for u marled may be pu\en thus: — 
demand cur\'o for any commodity in tv market durinf» any 
given iinib of time is the locus of tlemiiml points for it. 

That is to say, it is a curve siicli that if from any point 
on it, a Btraiglit lino I\M bo dravvii periMMidivuIar to 0.i, 
represents tlio price at wbicli purclmpeis will be forth- 
coming for on amount of the comiuoUity represented by 
OM. 
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84 GRADATIONS OF CONSUMERS’ DEMANDS 

There is then one general law of demand : —The greater the 
amount to be sold, the smaller must be the price at -which it is 
offered in order that it may find purchasers ; or, in other words, the 
amount demanded increases with a fall in price, and diminishes with 
a rise in price. There will not be any uniform relation between the 
fall in price and the increase of demand. A fall of one-tenth in the 
price may increase the sales by a twentieth or by a quarter, or it may 
double them. But as the numbers in the left-hand column of the 
demand schedule increase, those in the right-hand column will 
always diminish.^ 

The price will measure the marginal utility of the commodity to 
each purchaser individually : we cannot speak of price as measuring 
marginal utility in general, because the wants and circumstances of 
different people are different. 

§ 6. The demand prices in our list are those at which various 
quantities of a thing can be sold in a market during a given time and 
under given conditions. If the conditions vary in any respect the 
prices will probably require to be changed ; and this has constantly 
to be done when the desire for anything is materially altered by a 
variation of custom, or by a cheapening of the supply of a rival com- 
modity, or by the invention of a now one. For instance, the list of 
demand prices for tea is drawn out on the assumption that the price 
of coffee is known ; but a failure of the coffee harvest would raise the 
prices for tea. The demand for gas is liable to be reduced Ijy an im- 
provement in electric lighting ; and in the same way a fall in the price 
of a particular kind of tea may cause it to be substituted for an in- 
ferior but cheaper variety.® 


^ That ie, if a point moves along the curve oway from Oy it will constantly 
approach Ox. Therefore if a straight lino FT be drawn touching the euive nt F 
and meeting Ox in 'I\ the angle FTx is an obtuse angle. It will he found conveiiienb 
to have a short way of expre.vsing this fact ; which may be dono by saying that J'T is 
inclined neyaiitely. Thus the one universal rule to which tlie demand curve conforms 
is that it is inclined negatively throughout the whole of its length. 

It will of course bo understood that “ the law of demand ’* does not ap]>ly to the 
demand in a campaign lictwcen groups of 8])cculatorB. A group, which desires to 
unload a great quantity of a thing on to the mnrUct, often begins by buying some of it 
openly. When it has thus raised the pric'c of llie thing, it arranges to sell a great deal 
quietly, and through unaccustomed channels. Seo an article by Professor Taussig in 
the Quarterly Journal of Economke (May, 19:11, p. 402). 

^ It is oven conceivable, though not probable, that a simultaneous and pro- 
portionate fall in the jirice of all teas may diminish the demand for some partieiihir 
kind of it; if it happens that those whom the increased chcn]>nc8B of tea leads to 
substitute a superior kin<l for it are more mimoroua than tliose wlio are led to take 
it in the place of an inferior kind. The question where the lines of division between 
different commodities shuidd bo drawn must b'' settled by convenience of the particular 
diseussion. For some purposes it may bo boat to regard Chinese and Indian teas, or 
even Kouchong nntl Pekoe teas, as different ['ominoditirs; a:id to ))a\'e a Bej)arate 
demand aclicdulo for each of them. While for otlior jiiirjjoBPS it may bo best to group 
together commodities as distinct as beef and mutton, or even as tea and coffee, and to 
have a single list to represent the demand for the two combined ; but in such a casu of 
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Our next step will be to consider the general character of demand iii, m, 6. 
in the cases of some important commodities ready for immediate 
consumption. We shall thus be continuing the mquiry made in the of the 
preceding chapter as to the variety and satiability of wants ; but we uT”® 
shall be treating it from a rather different point of view, viz. that of preceding 
price-statistics.i 


course some convention must be made os to tho number of ounces of tea w hich aio 
taken as cquivaUnt to a pound of coftee. 

Apoin, a commodity mu} bo simidtancoual^ demanded for several uses (for instance 
there moybea" composite demand ” lor Uathcrfoi mokiiip shoes and portmanteaus); 
the demand for a thin^ may be conditional on theio boiii^' a supply of some other 
thing vitliout wlncli it uoukl not bo of much serMce (thus there may be a “joint 
demand *’ for law cotton and eottoii-spimieia* labour) Again, tbo demand for a 
commodity on tho part of denlois i\ho bii> it only uith the puipose of selling it again, 
though go^c^nod b> the demand of tho ultimate coiisumeis in the background, has 
some poculianties of its o^^ n. But ull stu h points mav best be discussed at a later stage. 

^ A gicat change m tho mannci of economic thought has been brought about 
duiing the piesent g( neration b^ the general adoption of sc mi mathematical language 
for expressing tho lelation between siiiiiil ineicmcDts of a commodity on the one hand, 
and on tlie othei hand small in(iomctit<) in the uggiegotc piu e that will be paid for it : 
nnd liN foimally deseiibing the-'O small incicmcnts of piitc as measniingLOiiesponding 
amnll increments of plciistiic. 'lh< foimci, and lij far the more impoitanl, stej) woa 
taken b\ Coiiinot {l^rchc)(hc\ sut h s Pum ipt s MaOumatigues/k h Thtone dcs litcIus^eSf 
1838), tho latter b> Dupiiit (A fa Misttn dtilthU d(btimuu\ pahfim mihe Annalea 
des Ponh et Ch(ni66ie\ Ihl f), and In Oossen {Liiiwulifanff der Cic8<lze dea menachlirhen 
Jcikchis, iSil-f) Hut tlx II woik was fuigottcn, pnit ol it was done o\cr again, 
de\ cIo])cd nnd pulilislied almost sinuiltaiu oiisK bj Jetons and by CaxI Mengcr m 1871, 
nnd b\ Wuluis a little later. Jc^olls almost at once am steel public attention by his 
liiilliant lucidity and intcicsling stvlo He njijihcd the new name final uttlUy so in> 
gcniouslv as to cnnbU people who Knew nothing of matin nmtual science to got clear 
ideas of the geneial relations between the small uicicmcnts of two things that aro 
giadiinlh changing m lausal conmction with one nnotliex. His suctess was aided 
esen b> liis faults Tor under the* honest belief that Kieaido nnd his followers had 
rendeicd then account of the caiiscB that detoinune soliie hopelessly wiong by 
omitting to Ins stioss on the law of satinhlo wants, lie led mnnj to thmk ho wab cor- 
recting gient eiiorN, whereas lie was really only adding sciv importont explanations. 
He did excellent woik in in<>isting on a fmt which is none the Itss impoitant, because 
his piodoccsbois, ind (\cn C'ouinot, thought it too obvioub to bo explicitly mentioned, 
M/ that the dinuiiutioii m the nmoiuit ot a thing domtindccl iii a maikct mdicateb a 
diminution in tlic intcnsit) of tlie (lesiie foi it on the pnit of mdivicUiol consumers, 
whose wants aie becoming satiated But he Ims led many of his icarlcrs into a con- 
fusion between the piOMiKcs of ilcdomc s and laonomus. bj exaggcinting tho applica- 
tions of hia fdsouiito pluasLS, and bjxnking (I/iroiy, Ind Kdn p. 105) without quali- 
fjcntioii of the price of a thing as nicasunng its final utility not only to an mdividual, 
which it can do, but also to ' a tiadiiig body," which it cannot do These points are 
developed latei on in Apjionclix I. on Kicaido’s Ihcon of Aaluo. It bhonUl be added 
that I’lof Seligman luib shown {Lumomic Joional, 1003, pp. 350-383) that a long- 
foigottcn Lecture, clclicercd by I’lof \\ T Lloyd at Oxfoid in 1833, anticipated many 
of tho contial ideas of tho picscnt doc time of utility 

An excellent bibliography ol Mallicmatical Economics is gi\en by Piof. Pibhor as 
an appendix to Bacon’s translation of C'oumol’s R€iiraichei>t to wluch tho reader may 
bo lefcircd for a more detailed account of the cailici matbcmatioal wiitings on 
economics, as well us of those by Edgcwoitli, Taieto, ^\llkbteccl, Aiispitz, Lioben and 
otlieis Pantaleoni’s Pine Uconomu'*, amid much excellent molter, makes gcneially 
accessible foi the fust timo tho profoundly oii^uial and a igoious, if somewhat abstract, 
I easonings of Gosscii. 
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m, IV, 1 . 

Sofinition 
of ela«- 
UcUy of 
demand. 


§ 1. IVe have seen that the only universal law as to a person’s 
desire for a commodity is that it diminishes, other things being equal, 
with every increase in his supply of that commodity. But this 
diminution may he slow or rapid. If it is slow the price that he will 
give for the commodity will not fall much in consequence of a con- 
siderable increase in his supply of it; and a small fall in price will 
cause a comparatively large increase in his purchases. But if it is 
rapid, a small fall in price will cause only a very small increase in his 
purchases. In the former case his willingness to purchase the thing 
stretches itself out a great deal under the action of a small induce- 
ment : the elasticity of his wants, we may say, is great'. In the latter 
case the extra inducement given hy the fall in price causes hardly any 
extension of his desire to purchase : the elasticity of his demand is 
small. If a fall in price from say Ifid. to 15(/. per lb. of tea would 
much increase his purchases, then a rise in price from ISd. to Kid. 
would much diminish them. That is, when the demand is elastic for 
a fall in price, it is elastic also for a rise. 

And as with the demand of one person so with that of a whole 
market. And we may say generally The cksticitij (or respomivc- 
ness) of demand in a market is great or small according as the amount 
demanded increases much or little for a given fall in price, and 
diminishes much or little for a given rise in jirice,^ 

' We may sny timt llic elasticity of Uemaml is one, if n small tall in prico will 
cans? an c(|Uiil ]irupurtionaf(< inerraso in tlio njiioiint V| q 
demanried : or as wo may say runalily, if a fall of ono per ^ 
cent, in price will increase ttic sales by one per cent.; that 
it is two or a holf, if a fall of one per cent, in price inalics 
an iiicrca.se of two or one half per cert, respectively in the 
amount demanded ; and ao on. (This stali'ment is rouiih ; 
because 08 does nut bear exactly' the same proportion to 
100 tliat 100 does to 102.) The elasticity of demand cun 
be l)e.st traced in the demand curve with the aid of the 
follow iiij; rule. l.et a straiplit lino toiieliiii!' the eiirvo at 
any point I' meet Ox in 'P and <)y in t, then Ike measure u] 
elastirilj/ nl the point 1‘ is the riilio of I'T to I't. 0 M T * ^ 

If I’T werc twiee I’t, a fall of 1 par cent, in price would cause an increase of 2 jier 
cent., in the amount demanded; tlio elasticity of dciiiand would bo two. If 1"1' 
wore one-third of Ft, a fall of 1 per eent. in price would i aiisc on increnso of J per cent, 
in tbo amount demanded ; the elasticity of demand would be ono-tliird ; and so on. 
Another woy of looking at tlvo same result is this ; — the claetieity at tho point F is 
measured by tlie ratio of FT to Ft, thot is of M'F to MO (/'-U being drawn porpen- 


.\ 
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§ 2. The price which is so high relatively to the poor mao as to m.ir.s.s. 
be almost prohibitive, may be scarcely felt by the rich ; the poor Thr^o- 
man, for instance, never tastes wine, but the very rich man may drink law of 
as much of it as he has a fancy for, without giving himself a thought of 0 ^( 3 "°" 
its cost. We shall therefore get the clearest notion of the law of the ®i«a*i“ty , 

1 , . of demand, 

elasticity or demand by considermg one class of society at a time, and Ua 
Of course there are many degrees of richness among the rich, and of ‘MponatVe- 
poverty among the poor; but for the present we may neglect these 
minor subdivisions. oj price. 

'When the price of a thing is very high relatively to any class, they 
will buy but little of it ; and in some cases custom and habit may 
prevent them from using it freely even after its price has fallen a good 
deal. It may still remain set apart for a limited number of special 
occasions, or for use in extreme illness, etc. But such cases, though 
not infrequent, do not form the general rule ; and anyhow as soon as 
it has been taken into common use, any considerable fall in its price 
causes a great increase in the demand for it. The elasticity of de- 
mand is great for high prices, and great, or at least considerable, 
for medium prices ; but it declines as the price falls ; and gradually 
fades away if the fall goes so far that satiety level is reach^. 

This rule appears to hold with regard to nearly all commodities 
and with regard to the demand of every class; save only that the 
level at which high prices end and low prices begin, is different for 
different classes ; and so again is the level at which low prices end and 
very low prices begin. There are however many varieties in detail ; 
arising chiefly from the fact that there are some commodities 
with which people are easily satiated, and others — chiefly things 
used for display — for which their desire is almost unlimited. 

For the latter the elasticity of demand remains considerable, 
however low the price may fall, while for the former the demand 
loses nearly all its elasticity as soon as a low price has once been 
reached.^ 

§ 3. There are some things the euwent prices of which in this iihutra- 
country are very low relatively even to the poorer classes ; such 
are for instance salt, and many kinds of savours and flavours, the 

and also cheap medicines. It is doubtful whether any fall in for par-, 
price would induce a considerable increase in the consumption of . 

th6S6. dities. 


diciilar to Om ) ; and therefore ihe dasticily is equal to one when the angle TPM is equal 
to the angle 0PM; and it always increases when the angle TPM increases relaiivelg to 
the angle 0PM, and vice versa, Sco Note III. in tho Matliomatical Appendix. 

^ Let UB illustrate by the ease of the demand for, soy, green peas in a town in 
which all vegetables are bought and sold in one market. Early in the season perhaps 
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The current prices of meat, milk and butter, wool, tobacco, im- 
ported fruits, and of ordinary medical attendance, are such that every 
variation in price makes a great change in the consumption of them 
by the working classes, and the lower half of the middle classes ; but 
the rich would not much increase their own personal consumption of 
them however cheaply they were to be had. In other words, the 
direct demand for these commodities is very elastic on the part of the 
working and lower middle classes, though not on the part of the rich. 
But the working class is so numerous that their consumption of such 
things as are well within their reach is much greater than that of the 


100 lb. a day will be broiifilit to 
market and sold at la. per lb., 
later on 600 Ib. will be brought 
and sold at 6d., later on 1,0001b. 
ot id,, la ter ^11 Sa^UULat 2^and 
later still lOiOOO at Ud. Thus 
demand is represents in dg. 4, 
an incli along Q.r representing 
6,000 Iba. and an inch along Oy 
reprcfioiiting lUdr Tlien a cur\'e 
througli Pipj-.Pi, found aa shown 
above, will bo the total demand 
curve. But this total tlemand w ill 
be made up of the 'demands of 
the rich, the middle class and 
the poor. The amounts that 
tiiey will severally demand may 
pcrhaj5.s be represented by the 
following schoclulcs :•<— 



Fig. 4. 


Ow, = 0 02 in. 
Om* « 0-1 
= 0*2 
Onii *= 1 
Om, s= 2 


- f4 


M^Pl 1-2 in. 
ilf*p2 " 0 6 
iVjpa = U-4 
3/.P. = 0'2 
J^sPs = ‘I'lj 


3.: 

r ' Tf 


D 
• I 


At price in 

Number of lbs. boiicbt by — 


pence per lb. 

Hirh. 

Middle class. 

Poor. 

12 

100 

0 

0 

0 

300 

200 

0 

4 

500 

400 

100 

2 

800 

2,.500 

1,700 


1,000 

4,000 

6,000 


Total. 

100 

500 

1,000 

.1.000 

10,000 



These schedules arc Ironslated into eurves figs. 5, 6, 7, showing the demands of tho 
rich, the middle class and the poor represented on tho same scale as fig. 4. Thus for 
instance AH, BK and CB each represonts a price of 2c/. and is -2 inches in length; 
OH = 16 in. representing 800 lb., OK ** *6 in. representing 2,600 lb. and OL ^ *34 in. 
representing 1,700 lb., while OH + OK -h OZ^ =» 1 inch, i.e. * Om^ in fig. 4 as they 
should do. This may serve as an example of the way in which several partial demand 
curves, drawn to the same scale, can bo superimposed horizontally on one another to 
make tlie total demand <urvc representing the aggregate of tlie partial demand. 
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rich ; and therefore the aggregate demand for all things of the kind is iii, iv, 4. 
very elastic. A little while ago sugar belonged to this group of 
commodities : but its price in England has now fallen so far as to be 
low relatively even to the working classes, and the demand for it is 
therefore not elastic.^ 

The current prices of wall-fruit, of the better kinds of fish, and 
other moderately expensive luxuries are such as to make the con- 
sumption of them by the middle class increase much with every 
fall in price; in other words, the middle class demand for them 
is very clastic : while the demand on the part of the rich and on 
the part of the working class is much less elastic, the former because 
it is already nearly satiated, the latter because the price is still too 
iigh. 

The current prices of such things as rare wines, fruit out of season, 
highly skilled medical and legal assistance, are so high that there is 
but little demand for them except from the rich : but what demand 
there is, often has considerable elasticity. Part of the demand for 
the more expensive kinds of food is really a demand for the means of 
obtaining social distinction, and is almost insatiable.* 

§ 4 . The case of necessaries is exceptional. When the price of The de- 
wheat is very high, and again when it is very low, the demand has 
very little elasticity : at all events if we assume that wheat, even sanes. 
when scarce, is the cheapest food for man ; and that, even when most 
plentiful, it is not consumed in any other way. We know that a fall 
in the price of the quartern loaf from 6d. to id. has scarcely any effect 
in increasing the consumption of bread. With regard to the other 
end of the scale it is more difficult to apeak with certainty, because 
there has been no approach to a scarcity in England since the repeal 
of the corn laws. But, availing ourselves of the experience of a less 
happy time, we may suppose that deficits in the supply of 1, 2, 3, 4, or 
5 tenths would cause a rise in price of 3, 8, 16, 28, or 45 tenths 


^ Wo must liowovcr rometuber tlmt tho cliaractcr of tho demand schedule for 
any commodity depends in a great measure on whetiicr the jinees of its rivals ero 
taken to be fixed or to alter with it. If we separated the demand for liecf from that for 
mutton, and supposed tho price of mutton to be held fixed whilo that for boef was 
raised, then the demand for beef would Ijecomc extremely elastic. For any slight fall 
in the price of beef would cause it to be used largely in the place of mutton and tlius 
lead to a very great inc'rcnso of its consumption : wliiJe on tho other Juind oven a 
small rise in price would cause many people to eat mutton to the almost entire exclusion 
of beef. But tho demand sclicdulo for all kinds of fresh meat taken together, their 
prices being supposed to retain always about tlic same relation to ono another, and to 
be not very diiTcrent from those now prevailing in Knglntid, shows only a moderate 
elasticity. And similar remarks apply to boot-root and cane-sugar. Compare tho 
note on p. 84. 

* See above ch. ii. § 1. In April 1894, for instance, six plovers' eggs, the first 
of the season, were sold in London at lOs. Od. each. The following day there were 
more, and tho price fell to Ss. ; tho next day to 3^. oach ; and a week lator to id. 
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III, IV. 4. respectively.'* Much greater variations in prices indeed than this 
— have not been uncommon. Thus wheat sold in Loudon for ten 
shillings a bushel in 1335, but in the following year it sold for ten- 
pence.® 

Commo- • There may be even more violent changes than this in the price of 
ofthe ** which is not necessary, if it is perishable and the demand for 
consump- is inelastic ; thus fish may be very dear one day, and sold for 
which is manure two or three days later. 

necessary. 'Water is One of the few things the consumption of which wc are 
able to observe at all prices, from the very highest down to nothing 
at all. At moderate prices the demand for it is very elastic. But the 
uses to which it can be put are capable of being completely filled : 
and as its price sinks towards zero the demand for it loses its elasticity. 
Nearly the same may be said of salt. Its price in England is so low 
that the demand for it as an article of food is very inelastic : but in 
India the price is comparatively high and the demand is com- 
paratively elastic. 

The price of house room, on the other hand, has never fallen very 
low except when a locality is being deserted by its inhaliitants. 
Where the condition of society is healthy, and there is no check to 
general prosperity, there seems always to be an elastic demand for 
house room, on account lioth of the real conveniences and the social 
distinction which it affords. The desire for those kinds of clothing 
which are not used for the purpose of display, is satiable : when their 
price is low the demand for them has scarcely any elasticity. 

Influence The demand for things of a higher quality depends much on sensi- 
biirty oiid ^*^*^7 ' P<^ople Care little for a refined flavour in their wine 
acquired provided they can get plenty of it : others crave a high quality, but 
ddataatea.^ are easily satiated. In the ordinary working class districts the in- 
ferior and the better joints arc sold at nearly the .same price ; but 

‘ This cbtimatc is commonly attributed to Gregory 
King. Its bearing on tlio law of dc mand is a(lmiicil)ly 
discussed by Lord Lauderdale {Intjuiri/, pp. ol-S). It 
is represented in fig. 8 l>y the cur\'o Di/, tho jioiub 
A corresponding to tho ordinary price. 3f we tako 
account of tho fact tlmt where the price of wheat is 
very low, it may be used, as it was for instance in 
183-L for feeding cattle and sheep and pigs and for 
brewing and distilling, tho lower part of tho curv'o 
would take a sliapo soinewhat liko that of tho dotted 
lino in the figure. And if we assume that when the 
price is very liigh, chea])cr suljstitutes can bo got For 
it, the upper part of tlio ciirvu w’ould take a shape 
similar to that of tlic ujiprr dottcrl line. 

* Chronicon l^recioaum (.a.d. 1745) says that tho 
price of wheat in London was as low as 2a. a quarter ® a » 

in 1330 : and that at Leicester it sold at 4U«, on a fclaturday, and at 144, on tho 
following Friday. 
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some well-paid artisans in tlio north of England have developed a m, it, 4. 
liking for the best meat, and will pay for it nearly as high a price as — 
can be got in the west end of London, w'here the price is kept arti- 
ficially high by the necessity of sending the inferior joints away for 
sale elsewhere. Use also ^ves rise to acquired distastes as well as to 
acquired tastes. Illustrations which make a book attractive to many 
readers, will repel those whose familiarity with better work has 
rendered them fastidious. A person of high musical sensibility in a 
large town will avoid bad concerts ; though he might go to them 
gladly if he lived in a small town, where no good concerts are to be 
heard, because there are not enough persons willing to pay the high 
price required to cover their expenses. The effective demand for 
first-rate music is elastic only in large towns ; for second-rate music 
it is elastic both in large and small towns. 

Generally speaking those things have the most elastic demand, influence 
which are capable of being applied to many different uses. Water 
for instance is needed first as food, then for cooking, then for washing 
of various kinds and so on. When there is no special drought, but 
water is sold by the pailful, the price may be low enough to enable 
even the poorer classes to drink as much of it as they are inclined, 
while for cooking they sometimes use the same water twice over, and 
they apply it very scantily in washing. The middle classes will per- 
haps not use any of it twice for cooking; but they will make a pail of 
water go a good deal further for washing purposes than if they had an 
unlimited supply at command. When water is supplied by pipes, 
and charged at a very low rate by meter, many people use as much of 
it even for washing as they feel at all inclined to do ; and when the 
water is supplied not by meter but at a fi-ved annual charge, and is 
laid on in every place where it is uTinted, the use of it for every pur- 
pose is carried to the full satiety limit.^ 

On the other hand, demand is, generally speaking, very inelastic, ineUwtio 
firstly, for absolute necessaries (as distinguished from conventional 
necessaries and necessaries for ctficicncy) ; and secondly, for some 

1 Thus the general drmnnd of any one person for bucIi n tliim: as water is the 
aggregate (or compowidt soo V. vi. 3 ) of hia demand for it for caeh iim' ; m tlic same way 
as tho demand of a group of people of different onleis of wealth for a commodity, 
which is sorviccahlo in only ono use, is the ngpn*galc of the demands of yach member of 
the group. Again, just us t}io demand of the ihdi for jm'hs is tonsidorahlo even at a 
very high price, but loses all olaslu’ity nt a ]irieu that iti slill high relatively to the con* 
sumption of tho poor; so lliu demand of the iiHlividunl for water to drink is con* 
siderahle oven nt a very Ingh prioc, l)iit loses nil elitotwity nt a price that is still liigh 
relatively to his domaml for it for tho jmrposo of cloaiiiiig up the house. And as the 
aggregate of a number of demands on the jiurt of dilloituit cinsses of people for pcaa 
retains clnstirity over a larger range of prior thnu w ill tho t of any ono individual, so tho 
demand of nn individual for w atrr for inniiy usi's rotairiH rlnslirity over a larger range of 
prices than his rlcinnnd for it for nny oni* iw. (’omparr an article by J. B. Clark on A 
{Jni\cTsal Law of Economic VarialHtn lu tlio liarvurd JvurncU oj Economics Vol. vui. 
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of those luxuries of the rich which do not absorb much of their 
income. 

§ 5. So far we have taken no account of the difficulties of getting 
exact lists of demand prices, and interpreting them correctly. The 
first which we have to consider arises from the el ement af <»/ie . the 
source of many of the greatest difficulties in economics. 

Thus while a list of demand prices represents the changes in the 
price at which a commodity can be sold consequent on changes in the 
amount offered for sale, ollm things being equal ; yet other things 
seldom are equal in fact over periods of time sufficiently long for the 
collection of full and tnistworthy statistics. There are always 
occurring disturbing causes whose effects are commingled with, and 
cannot easily be separated from, the effects of that particular cause 
which we desire to isolate. This difficulty is aggravated by the fact 
that in economics the full effects of a cause seldom come at once, but 
often spread themselves out after it has ceased to exist. 

To begin with , the purchasing power of money is continually chang- 
ing, and rendering necessary a correction of the results obtained on our 
assumption that money reteins a uniform value. This difficulty can 
however be overcome fairly well, since we can ascertain with tolerable 
accuracy the broader changes in the purchasing power of money. 

Next come the changes in the general prosperity and in the total 
purchasing power at the disposal of the community at large. The 
influence of these changes is important, but perhaps less so than is 
generally supposed. For when the wave of prosperity is descending, 
prices fall, andthis increases the resources of those with fixed incomes 
at the expense of those whose incomes depend on the profits of 
business. The dowmward fluctuation of pros 2 )crity is po^jularly 
measured almost entirely by the conspicuous losses of this last class ; 
but the statistics of the total consumption of such commodities as tea, 
sugar, butter, wool, etc. prove that the total purchasing power of the 
people docs not meanwhile fall very fast. Still there is a fall, and the 
allowance to be made for it must be ascertained by comparing the 
prices and the consumption of as many things as possible. 

Next come the changes due to the gradual growth of population 
and wealth. For these an easy numerical correction can be made 
when the facts are known.* 

§ 6. Next, allowance mu.st be made for changes in fashion, and 

' AVlipn ft statistical table sliows the praduiil growth of tljc eon8um]>tion of a 
commodity over a long series of years, we may want to compare the percentage 
by winch it increases in different years. Tiiis can bn dona pretty ea'tily w’itli a little 
practice. But when the figiires are expressed in the form of a statistical diagram, it 
cannot easily be done, without translating the diagram hack into figures ; and this 
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tqgte and habitj^ for the opening out of new uses of a commodity, for m, iv, o. 

the discovery or improvement or cheapening of other things that can 

be applied to the same uses with it. In all these cases there is great changes in 

difficulty in allowing for the time that elapses between the economic in the 

cause and its effect. For time is required to enable a rise in the price 

of a commodity to exert its full Influence on consumption. Time is things and 

required for consumers to become familiar with substitutes that can 

be used instead of it, and perhaps for producers to get into the habit 

of pro( 1 (icing them in sufficient quantities. Time may be also wanted 

for the growth of habits of familiarity with the new commodities and 

the discovery of methods of economizing them. 

For instance when wood and charcoal became dear in England, iiius- 
familiarity with coal as a fuel grew slowly, fireplaces were but slowly 
adapted to its use, and an organized traffic in it did not spring up 
quickly even to places to which it could be easily carried by water : 
the invention of processes by which it could be used as a substitute 
for charcoal in manufacture went even more slowly, and is indeed 
hardly yet complete. Again, when in recent years the price of coal 
became very high, a great stimulus was given to the invention of 
economies in its use, especially in the production of iron and steam ; 
but few of these inventions bore much practical fruit till after the high 
price had passed away. Again, when a new tramway or suburban 
railway is opened, even those who live near the line do not get into the 
habit of making the most of its assistance at once ; and a good deal 
more time elapses before many of those whose places of business arc 
near one end of the line change their homes so as to live near the other 
end. Again, when petroleum first became plentiful few people were 
ready to use it freely; gradually petroleum and petroleum lamps 
have become familiar to all classes of society : too much influence 


is Q cause of tlio disfavour in vrliich many statisticians hold the graphic method. Jjut 
by the knowledge of ono simple rule the balance can be turned* so 
far as this point goes, in favour of the graphic method. The rule 
is as follows : — Ix't the quantity of a commodity consumed (or of 
trado carried, or of tax levied etc.) bo measured by horizontal 
lines parallel to Ox, fig. 9, wliilo the corresponding jears lire in 
the usual manner ticked 0 ^ in descending order atcqualdi&tances 
along Op. U'o measiiro the rate of groirtli at any point P, put a 
ruler to touch the curve at P. Let it meet Oy in t, and let U bo 
the noint on Oy at the same vertical height as P; then the 
numocr of years marked off along Oy by the distance A' t is the 
inverse of t he fraction by which the amount is increasing annually. ^ * 

Tliat is, if Nt is 20 years, tho amount is iuereasing at the rnto of s'd, i.e. of 5 per cent, 
annually ; if A'i is 2.5 years, the increase is \ or 4 per cent, annually ; and so on. Sen 
a paper by the present writer in the «7iibUeo number of the Journal of the London 
Statistical Sodotit. .lime 1885 ; also Noto IV. in the Mathematical Appendix. 

' Por illustrations of the influence of fashion sec articles by Miss Poley in the 
Economic Journal, Vol. iii., and Miss Heather Bigg in the Nincteonlh Century, Vol. 
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would therefore be attributed to tbe fall in price which has occurred 
since then, if it were credited with all the increase of consumption. 

Another difficulty of the same kind arises from the fact that there 
are many purchases which can easily be put off for a short time, but 
not for a long time. This is often the case with regard to clothes and 
other things which are worn out gradually, and which can be made to 
serve a little longer than usual under the pressure of high prices. F or 
instance, at the beginning of the cotton famine the recorded con- 
sumption of cotton in England was very small. This was partly 
because retail dealers reduced their stock, but chiefly because people 
generally made shift to do as long as they could without buying new 
cotton goods. In 1864 however many found themselves unable to 
wait longer ; and a good deal more cotton was entered for home con- 
sumption in that year, though the price was then much higher than 
in either of the preceding years. Eor commodities of this kind then a 
sudden scarcity does not immediately raise the price fully up to the 
level, which properly corresponds to the reduced supply. Similarly 
after the great commercial depression in the United States in 1873 it 
was noticed that the boot trade revived before the general clothing 
trade ; because there is a great deal of reserve wear in the coats and 
hats that are thrown aside in prosperous times as worn out, but not so 
much in the boots. 

§ 7. The above difficulties are fundamental : but there are others 
which do not lie deeper than the more or less inevitable faults of our 
statistical returns. 

We desire to obtain, if possible, a series of prices at which different 
amounts of a commodity can find purchasers during a given time in a 
market. A perfect market is a di.strict, small or large, in which there 
are many buyers and many sellers all so keenly on the alert and so 
well acquainted with one another’s affairs that the price of a com- 
modity is always practically the same for the whole of the district. 
But independently of the fact that those who buy for their own con- 
sumption, and not for the purposes of trade, are not always on the 
look out for every change in the market, there is no means of ascer- 
taining exactly what prices are paid in many transactions. Again, 
the geographical limits of a market are seldom clearly drawn, except 
when they are marked out by the sea or by custom-house barriers ; 
and no country has accurate statistics of commodities produced in 
it for home consumption. 

Again, there is generally some ambiguity even in such statistics 
as are to be had. They commonly show goods as entered for con- 
sumption as soon as they pass into the hands of dealers ; and conse- 
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quently an incieabK of Jealeiii’ stocks cannot easily be distinguiated iii, iv, s 
from an increase of consumption But tie two are governed by 
different causes A use of prices tends to check consumption , but crease 
if the rise is expected to continue, it w ill probably, as has already been sumption 
noticed, lead dealers to increase their stocks ^ 

Next it IS difficult to insure that the commodities leferred to are Changes of 
always of the same quality Aftei a dry summer what v heat there is, 

IS exceptionally good , and the puces for the next harvest year appear 
to be higher than they really aie It is possible to make allowance 
for this, particularly now that diy Cabfornian wheat affords a 
standaid But it is almost impossible to allow properly for the 
changes m quality of many Linds of manufactuied goods This 
difficulty occuis c\ en m the case of such a thing as tea the substi- 
tution in recent jeais of the stiongei Inthan tea for the weaker 
Chinese tea has made the real inciease of consumption greater than 
that vhich is show ii by the statistics 


Non o\ SivHsrics or Coxscuiptiov 

? 8. f cnci SlitistKS nl (oiisumption sio published bj many Govern inductivo 
mints witli ugiid to ceitmi chsscb of commodities But paitly foi the study of 
reasons mdidUcl tint iic ot \(i\ little semte in helping us to tince 
cithci a odiisil coniicttion between \ iiiitions in puces and t iintions ui the 
amounts mIikIi peojile will lni\ oi in the cU-stiibution of diffeient kinds of 
consumption 'iiiiong the dilh 1 1 nt c 1 isecs of the c omimmiti could 

As iigiiih the hist of these olijcets, tiz the diseoicn of the hws con 'urthent 
necl ng \ nntioiis in consumption eonscqueiit on s niitions in piiee, theic much by 
seems niueh to be g lined b\ woilciiig out i hint gntn b\ Jeions (J'/icon/, pp 11, 

12) with Kgud to shc)pkee|ieis books A shopkeipci, oi the nunuger of a accounts 
CO opciatiie stole, in the woiking m in s qiiutci of i nmnufactuniig town bus 
often the meins of isidlsining with tolciable necuiutv the tnineiil |)osition 
of the glut bodv of his customcis He i in find out how mint fietoiies 
aie at woik, and foi how mam hours in the week ind he can heai about all 
the iinpoitint ilimges m the late of w iges ui fiet he mikes it his business to 
do so And is a lule his (Ustoniii\> ui quick in finding out ehinges in the 
piicc of tilings wliieh thev Lommonh use He will thcicfoie often find cases 
m which in incieascd eonsiiiiiption of a eommexlit} is biought about by a fall 
in its piiec, the eause iiting quiekli, and uting alone without any admixture 
of distiubmg causes Lien whcie distiiibing eiusts aie picsent, he will 

‘ In CNaiiiiniiu tli citccts of tixitiuii it is iiisloniiii to compaio the amounts 
enleied fui cunsimiptioii just beluic ml just nitu tin luijjositiuii ol the tax But 
this IB imtrustwoithj 1 ui dc lU is untRipitiin the I ix Ini in laige stocks just before 
It IS imposed and nc cd to bin ic iv littlu loi somi tinw nfteinaids And vice vend 
when a tax is loucied V,^iin lii,,h taxis leal to falsi letiiins ioi instance, tlie 
nominal importation ot mol iss s into Huston iiu loasi d fifu fold in consequence of the 
tax being lowcud liv tlii Ho I m^li iiii llinistiy in llbO liom bd to Id per gallon 
But this w os cliiellv duo to he tut that with tlie tux at Id , it w as cheaper to pay the 
duty than to smuggle 
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III, IV, 8. often be able to allow for their influence. For instance, he will know that 

as the winter comes on, the prices of butter and vegetables rise ; but the cold 

weather makes people desire butter more and vegetables less than before : 
and therefore when the prices of both vegetables and butter rise towards the 
winter, ho will expect a greater falling off of consumption in the case of 
vegetables than should properly be attributed to the rise in price taken alone, 
but a less falling off in the case of butter. If however in two neighbouring 
winters his customers liavc been about equally numerous, and in receipt 
of about the same rate of w'agcs ; and if in the one the price of butter was a 
good deal higher than in the other, then a comparison of his books for the two 
winters will alFoi-d a very accurate indication of the influence of changes in 
price on consumption. Shopkeepers who supply other classes of society 
must occasionally be in a position to furnish similar facts relating to the 
consumption of their customers. 

Consump- If a sufficient number of tables of demand by different sections of society 
tion by could be obtained, they would afford the means of estimating indirectly the 
variations in total demand that would result from extreme variations in price, 
thtogsmay attaining an end which is inaccessible by any other route. For, ns a 

suggest tlie general nile, the price of a commodity fluctuates within but narrow limits; 
probable and therefore statistics afford us no direct means of guessing what the con- 
yariations gumption of it'would be, if its price were cither fivefold or a fifth part of w hat it 
Bu^don" is. But we know that its consumption would be confined almost 

by the rich entirely to the rich if its jirieo were very high ; and that, if its price were very 
if it ba- low, the great body of its consumption w ouid in most cases be among the w ork- 
oame very ing classes. If then the present price is very high relatively to the middle 
dear. qj jg jjjg working classes, we may be able to infer from the laws of their 
demand at the present prices what would be the demand of the rich if the 
price were so raised so ns to be very high relatively even to their means. 
On the other hand, if the present price is mixlcrntc relatively to the means of the 
rich, we may be able to infer from their demand what would be the deinaud of 
the working classes if the price were to fall to a level which is moderate 
relatively to their means. It is only by thus piecing together fragmentary 
laws of demand that we can hojic to get any apjiroach to an accurate Taw relat- 
ing to widely different prices. (That is to say, the general demand curve for a 
commodity cannot be drawn with confidence except in the immediate neigh- 
bourhood of the current price, until we arc able to piece it together out of the 
fragmentary demand curves of different classes of society. Compare the 
Second Section of this Chapter.) 

When some progress has Imcn made in reducing to definite law the demand 
for commodities that are dc.stined for immediate consumption, then, but not 
till then, will there be use in attempting a similar task with ivgard to those 
secondary demands which are dejamdent on these — the demands namely for 
the labour of artisans and others who take jairt in the production of things for 
sale; and again the demand for macliincs, factories, railway material and 
other instruments of pioduction. The demand for the work of medical 
men, of domestic servants and of all tliose w hose services arc rendered direct 
to the consumer is similar in character to the demand for commodities for 
immediate consumption, and its laws may be investigated in the same 
manner. 

Another It is a very important, but also difficult task to ascertain the proportions 
method is in which the different ola-sses of society distribute their expenditure between 
bud°ete of comforts and luxuries; between things that provide only present 

individuals pleasure, and those that build up stores of physical and moral strength ; 
in different end lastly between those which gratify the lower wants and those which 
classes. stimulate and educate the higher wants. Several endeavours have been made 
in this direction on the (Continent during the last fifty years; and latterly the 
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subject lias been investigater] with im re'ismg vigour not only theie but also jy, 8 
in America and in England ^ 

* A singlr tabic made out by the great statieticmn Engel for the consumption of the 
lower, ixuddlo and worUm^ classes m ba\on} m 18 >7 ma\ bo quoted ncic bee aviso it 
hesactodasaguidLandaatandaidof compaiisontolatci inquiiics ItisasfoIloMB — 


Items of expendicuro 

Piopoitions of the cxiien Iituro of the familj of— 

1 

\\ oikm^n with 
an imomc of 
i t > to iOO a 

\LU1 

2 

^loikmuii with 
an income of 
to £120 a 
vear 

3 

Middle class 
pci son with an 
tiicomo of 
£150 to £200 a 
\car 

1 Food only 

02 0 pci cent 

7 > 0 pci cent 

50 0 per cent 

2 Clothing 

10 0 

IhO 

18 1) , 

3 Lodging 

IJO „ 

uo „ 

12 0 „ 

4 Light and fuel 

“) 0 

5 0 

5 0 

6 Education 

20 


5 > „ 

6 Legal protection 

1 1) 

2 0 „ 

30 , 

7 Care of health 

1 11 

2 0 

3 0 „ 

8 Coinlortand iLCienLion 

I 0 

2 5 .. 

3 1> ,, 

Jotal 

KJO 0 ixr cent 

100 0 |K,i cent 



\^oikiiig mens 1)U(lgot*9 hv\c often licen collected and compaicd Uut like all 
othti figuivfi of the kind thev sullci iiomthefnLtsthab those who will take the trouble 
to make such returns >ohituaril) me not a^c^agc men that those who keep caieful 
accounts are not fl\orago men and that wlun accounts have to bo supplemented by 
the momorj , the memorv is apt to be biassed by notions as to how the money ought to 
Imv 0 boon spent espocialU w hen the accounts aic put together Bpecially for another s 
c^e Ihisboidci giound between tlic pioMncosofuomcatie and public economy isono 
m w Inch cNccllcnt w ork nia> be clone h\ man> who aie tbsinelmeu for moro general and 
abstiact spoculations 

Information hcaiiiq; on the subject was collected long ago by Hainson, Petty, 
Cantillon (whoso lost Supplement bcems to hate cont imi d some woiknicn s budgets), 
Aitluii \oung, Miltlius uid othcis WoiKing min'* I ud^rtswcio collected b\ Eden 
At the end of tho last ccntuis , and theie is niiiih mis illaneous infoimntion on the 
espondiburo of the woiking < lassos m sul^qmnt Ktjoits of Commissions on Poor 
rohol ractoiics, etc Indeed almost omi\ >v \v socn somi mipoitant addition fiom 
public or pn\ate sources to our infoiraatioii on tho'M, subjects 

It may be noted that the method of lo P1 a\ 6 iiionunientul Les Ouiiiets Luropiens 
IB the tnicTMve 8tud\ of all tho details of the domestic life of a few caicfully clioscn 
famihes lo woik it well requires a lare combination of judgment in selecting cases, 
and ot insight and sympathy in intci preting them A.t its best, it is tho best of all 
but in ordinar} hands it is hkcU to suggest more untrustw orthy general conclusions, 
than those obtained bj the er/oiAite method of collecting more inpidly \ciy numerous 
observations reducing them as foi as possible to statistical form, and obtaining bioad 
aveiages in which inaccuiocics and iclios^nciasies may bo trusted to counteract one 
anothci to some extent 
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CHAPTER V 

CHOICE BETWEEN DIFFERExNT U8ES OF THE SAME THING. 

IMMEDIATE AND DEFERRED USES 

§ 1. The piimitive housewife finding that slie has a limited 
number of hanks of yarn from the year’s shearing, considers all the 
domestic wants for clothing and tries to distribute the yarn between 
them in such a way as to contribute as much as possible to the family 
wellbeing. She will think she has failed if, when it is done, she has 
reason to regret that .she did not apply more to making, say, socks, 
and less to vests. That would mean that she had misealculated the 
points at which to suspend the making of socks and vests respeef i vely ; 
that she had gone too far in the case of ve.sts, and not far enough in 
that of socks ; and that therefore at the points at which she actually 
did stop, the utility of yarn turned into .socks was greater than that 
of yarn turned into ve.sts. Rut if, on the other hand, she hit on the 
right points to stop at, then she made just so many socks and vc^ls 
that she got an equal amount of good out of the last bundle of yarn 
that she applied to socks, and the last she applied to vests. Tliis 
illustrates a general principle, which may be cxprc,s.scd thus 

If a person has a thing which he can put to several uses, he will 
distribute it among those uses in such a way that it has the same 
marginal utility in all. For if it had a greater marginal utility in one 
use than another, he would gain by taking away .some of it from the 
second use and applying it to the first.^ 

One great disadvantage of a primitive oconoiiiy, in w liicli there is 
but little free exchange, is that a per.'ion may easily have so much of 
one tiling, .say wool, that when he lia.s aiiplicd it to every po,ssible use, 
its marginal utility in each u.so is low : uml at the .same time he may 
have so little of some other thing, say wood, that its marginal 
utility for him is very high. Meanwhile some of his neighbours may 
be in great need of wool, and have more wood than they can turn to 
good account. If each gives up that which has for him the lower 

* Our illustration IibIoiiks IikU'CiI propoily to ilornostie production ratlicr tlian to 
domestic consumption. But that mis almost inoviliihlc ; for tliorc arc very lew tlimps 
ready for iroraodiato eoiisunipliun which are avidliihlo for mnny dillcrcnt uses. And 
the (ioetrino of tlio distrihution of raeams bctmjcu dillcrcnt uses has less important and 
less iiitprcsting applications in the scienco of demand than in tliot of supply. ISeo 
c.ff. V. ni. 3. 



DISTRIBUTION OF AN INDIVIDUAL’S MEANS 99 


utility and receives that which has the higher, each will gain hy the in. t. i 
exchange. But to make such an adjustment by barter, would be 
tedious and difficult. 

The difficulty of barter is indeed not so very great where there are Barter u 
but a few simple commodities each capable of being adapted by 
domestic work to several uses; the weaving wife and the spinster 
daughters adjusting rightly the marginal utilities of the different 
uses of the wool, while the husband and the sons do the same for 
the wood. 


§ 2. But when commodities have become very numerous and Money 
highly specialized, there is an urgent need for the free use of money, dt"ributed 
or general purchasing power ; for that alone can be applied easily in kj as to 
an unlimited variety of purchases. And in a money-economy, good m^ginsd'^' 
management is shown by so adjusting the margins of suspense on 
each line of expenditure that the marginal utility of a sliilling’s worth 
of goods on each line shall be the same. And this result each one will 
attain by constantly watching to see whether there is anything on 
which he is spending so much that he would gain by taking a little 
away from that line of expenditure and putting it on some other line. 

Thus, for instance, the clerk who is in doubt whether to ride to riiuatra- 
town, or to walk and have .some little extra indulgence at his lunch, 


is weighing against one another the (mai^ina]) utilities of two different 
modes of spending his money. And when an experienced house- a duct 
keeper urges on a young couple the importance of keeping accounts 
carefully; a chief motive of the advice is that they may avoid 
spending impulsively a great deal of money on furniture and other 
things; for, though some quantity of those is really needful, yet 
when bought lavishly they do not give high (marginal) utilities in 
proportion to their cost. And when the young pair look over their 
year’s budget at the end of the year, and find perhaps that it is 
necessary to curtail their expenditure somewhere, they compare the 
(marginal) utilities of different items, weighing the loss of utility that 
would result from taking away a pound’s expenditure here, with that 
which they would lose by taking it away there : they strive to adjust 
their parings down so that the aggregate loss of utility may be a 
minimum, and the aggregate of utility that remains to them may be a 


maximum. 1 


' The working-class budgets which were mentioned in Ch. iv, § 8 may render most 
important services in helping people to ilisiiihnto their resources wisoly between 
dUfci'Dut uses, BO that tho marginal utility for each piirposo siiall be the same. 
But the vital problems of domestic economy relate as much to wise action as to vise 
spending. The English ond tho American housewife make limited means go a less way 
towards satisfying wants than the French hotisewdfc dues, not because they do|not know 
how to buy, but becauso they cannot produco as good hnishod commodities out of the 
raw materi^ oi inexpensive joints, vegotablfss etc., os she can. Domestic economy is 
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§ 3. The different uses between which a commodity is distributed 
need not all be present uses ; some may be present and some future. 
A prudent person will endeavour to distribute his means between all 
their several uses, present and future, in such a way that they will 
have in each the same marginal utility. But in estimating the 
present marginal utility of a distant source of pleasure a twofold 
allowance must be made; firstly, for its uncertainty (this is an 
objective property which all well-informed persons would estimate in 
the same way) ; and secondly, for the difference in the value to them 
of a distant as compared with a present pleasure (this is a subjective 
property which different people would estimate in different ways 
according to their individual characters, and their circumstances at 
the time). 

If people regarded future benefits as equally desirable with similar 
benefits at the present time, they would probably endeavour to dis- 
tribute their pleasures and other satisfactions evenly throughout their 
lives. They would therefore generally he willing to give up a juesent 
pleasure for the sake of an equal pleasure in the future, provided they 
could be certain of having it. But in fact human nature is so con- 
stituted that in estimating the present value ” of a future benefit 
most people generally make a second deduction from its future value, 
in the form of what we may call a discount,” that increases with the 
period for which the benefit is deferred. One will reckon a distant 
benefit at nearly the same value which it would have for him if it were 
present ; while another who has less power of realizing the fiitui'e. le.ss 
patience and self-control, will care comparatively little for any benefit 
that is not near at hand. And the same person will vary in his mood, 
being at one time impatient, and greedy for present enjoyment; 
while at another his mind dwells on the future, and he i.s willing to 
postpone all enjoyments that can conveniently be niatlc to wait. 
Sometimes he is in a mood to rare little for anything else : sometimes 
he is like the children who pick the plums out of their pudding to cat 
them at once, sometimes like those who put them aside to be eaten 
last. And, in any case, when calculating the rate at whicli a future 
benefit is discounted, we must be careful to make allowance for the 
pleasures of expectation. 

The rates at which different people discount the future affect not 
only their tendency to save, as the term is ordinarily understood, but 
also their tendency to buy things which will be a lasting source of 

often fipoken of as belonging to tlit* buionco of eonsiimption : luit clmt is only half tmu. 
Tlic gi'oatoht faults in domestic economy, among tno sober ]>ortion o: the Anglo- 
klaxon working -classes at all events, ai'u iuultb uf prcdiicLiuu ruthor than of con- 
sumption. 
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pleasure rather than those whioh give a stronger but more transient ni, v, 4 . 
enjoyment; to buy a new coat rather than to indulge in a drinking enj^ent 
bout, or to choose simple furniture that will wear well, rather than for 
showy furniture that will soon fall to pieces. ownership. 

It is in regard to these things especially that the pleasure of 
possession makes itself felt. Many people derive from the mere 
feeling of ownership a stronger satisfaction than they derive from 
ordinary pleasures in the narrower sense of the term ; for example, 
the delight in the posse.s.<5ion of land will often induce people to pay 
for it so high a price that it yields them but a very poor return on 
their investment. There is a delight in ownership for its own sake ; 
and there is a delight in ownership on account of the distinction it 
yields. Sometimes the latter is stronger than the former, sometimes 
weaker; and perhaps no one knows himself or other people well 
enough to be able to draw the line quite certainly between the two. 

§ 4. As has already been urged, we cannot compare the quantities But we 
of two bcnclits, which arc enjoyed at different times even by the same 
person. 'When a person postpones a pleasure-giving event he does estimate 
not postpone the pleasure ; but he gives up a present pleasure and 
takes in its ])lace another, or an expectation of getting another at a 
future date ; and we cannot tell whether he expects the future 
pleasure to be greater than the one which he is giving up, unless we 
know all the circumstances of the case. And therefore, even though 
we know the rate at which he discounts future pleasurable events, 
such as spending £1 on immediate gratifications, we yet do not know 
the rate at Avhich he discounts future pleasures.^ 

AVe can however get an artificial measure of the rate at which he 


* In classifying some plcnsurrs na more vr^cni Ihnn otlicrs, it is often forgotten tliat 
tlie iiostponomonl of n plcnsuraMc event may alter tlie circiimstanccB under which it 
ouMiPR, niid tlicrcforc niter the character of the pIcaBuro itself. Por instance it may ho 
wild tliat n young ninn discounts nt a vorj* high rate the plcaeiiro of the Alpine tours 
^\hiih lie hopes tn he nhlo to aiford himself when ho has made his fortuno. Ho would 
much inther liavc them hom, partly hccauRo they would give him mneli greater 
plcasuienow. 

Again, it may linjii’m tlial tlie postiKincmcnt of a plcnsurohle event involves an 
unequal difttiibiition in 'Juno of n certain good, and tlmt (he Low of Diminution of 
Morginal Utility acts strongl} m the case of this particular good. For inslanco, it is 
sometimes said that tlio plca.surcs of eating are sperinlly urgent; and it is 
undoubtedly true tliat if a man goes dinncrless for six days in the ^-cck ond cats seven 
dinners on tlio seventh, lio loses very much ; because when postponing six dinners, he 
does not postpone tho pleasures of eating six separate dinners, but substitutes for them 
the pleasure of one day’s excessive eating. Again, when a person puts away eggs for 
tho winter ho does not oxjxjct that they will lie belter Aha cured then than now; ho 
oxpeets that they will be senree, and tliat therefore theirutility will be liigher than now. 
TliiR shous the importnnee of drawing u clear distinction between discounting a future 
pleasure, and diseountiniz tlie pleasure derived from tlic future enjoyment of a certain 
amount of a commodity. For in the latter ease wc must make separate allowance for 
diffeioneea between the marginal utilities of the commodity nt the two times : but in the 
former tliis li.is been allou ed for once in estimating tho amount of the pleasure ; and it 
must not be allowed for again. 
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discounts future benefits by making two assumptions. These are, 
firstly, that he expects to be about as rich at the future date as he is 
now ; and secondly, that his capacity for deriving benefit from the 
things which money will buy will on the whole remain unchanged, 
though it may have increased in some directions and diminished in 
others. On these assumptions, if he is willing, but only just willing, 
to spare a pound from his expenditure now with the certainty of 
having (for the disposal of himself or his heirs) a guinea one year 
hence, we may fairly say that he discounts future benefits that are 
perfectly secure (subject only to the conditions of human mortality) 
at the rate of five per cent, per annum. And on these assumptions 
the rate at which he discounts future (certain) benefits, will be the 
rate at which he can discoimt money in the money market.^ 

So far we have considered each pleasure singly ; but a great many 
of the things which people buy are durable, t.e. are not consumed in a 
single use ; a durable good, such as a piano, is the probable source of 
many pleasures, more or less remote ; and its value to a purchaser is 
the aggregate of the usance, or worth to him of all these pleasures, 
allowance being made for their uncertainty and for their dustancc.® 


‘ It 19 impoitont to remember that, cxeejit on tinse assiimptioiii, thcioiinoilirei t 
eonnection lictaeen llie rate of divoiint on tin lo.tii of moiiet, iiml llic rale .<1 wlnoli 
futuie pltabtires arc ilneoimtdl .V man iiiov In no im]Mtient of ili'l.u tli.it a ecitnin 
promise of a pleomire On te.irs lienee Mill not luiliui linn lo (im up one close at iiaivl 
wliieli lioreBoiiK as.i (iiiaihi asitieat \n<l m t it lie clioiiM le.ir tli.il tui tears lienco 
money maj Ijo so wnree nitli Iiim (uiicl its mnrpiii.il iitilitc tlieiifort so liipli) that half- 
B-cionn then iinj pice him iiioiepleasiiieoi si\i Jimi nioie puin than ii poiuiil non, ho 
Bill 9 a\o somctliiiiii foi llio fiitiuc ccen though he linci to ho.iid it, on the same pim 
ciplo that ho miirht store CL’f.'Sifot tlieuinter But \m me lieic strajinR into ipicstions 
that aro mote iloscly lonneclcd null Siipplt than tilth Demnnil Uo shall hate to 
consider tliem apniii fioni dilfeii lit ponds of tu» in loiinection with the Aeeiimuiatioii 
of Wealth, and l.itor again in connection ttitli tlio causes that dcteimino the Uutc 01 
Interest 

Wo mat lionet er considei here lion lo nuasiiic iiiimi iiiallr the jiiisc nt t nine of a 
future ph asiire, on the siiiiposiUoii that no hnon , (i) its amount, (ii) the date at n hit ii 
It mil come, if it loiiiih nt all (in) the dinmo 111, it it mil conic, and (it ) the late nt 
wliic li till perse, n in cpustioii disc ountsfutiiio pittisiiirs 

If the piohahilitv tli.it a plca&uic mil he enjoted is thrie to one, so that three 
chances out of four nic in its laioiir, the talno of its expectation is thicc fouitha of 
nhat it nould he if it neie certain it the prolsihililj tli.it it mil be eii|oted nero 
oiilt seicn to fite, so that onit setcii chnnees out ol Incite arc in its fatour, tlio 
tnliio of Its ex])celation is onlt seie-ii tnclfths of nlint it noiilel be if the etent were 
certain, and so on | Ihis is ils nctiiaii,il taliio hut fuiiher allonaiico may have to 
be made for the fact that the lino taluc to aii>one of an iincoitnm gam is generally 
less than its actiiariol taluo (see the nolo on p 17 f) ] If the anticipated pleasure is 
both uneertain anil distant, ne hate a twofold dciluclion to make fiom its full value. 
We ivill suppose, for instance, tliatapcrson noulil give 10a foj a gratification if it n ere 

present and i ertam, but that it is due a year hence, and the probability of its happemng 
then IS throe to one. .buiiiiosc also that he discounts the future at the rate of twenty 
per cent per annum. 1 hen the value to him of the anticipation of it is } x I’A X 10a 
t.e. Ba Compaic the Introductory iliapter of Jetons’ Tfuaty ofPohttcal Economy. 

Of course this estimate is formed by a rough instinct, and m any attempt to 
rodueo it to numerical accuracy (see Note V in tlio Mathematical Appendix), we must 
recollect what has been said, in this and the prcecding Section, as to the impossibility 
of rompormg accurately pleasuies or other satisfactions that do not occur at the same 
time and also ns to the assumption of iinifoimity involved in supposing tho discount 
Of luturo ploftsuros to obey tho c:vponentia] law# 



'CHAPTER VI 
Value and utility 

§ 1. We may now turn to consider tow far ttc price wtict is m, vi. i. 
actually paid for a thing represents the benefit that arises from its ^ 
possession. This is a wide subject on which economic science has utility, 
very little to say, but that little is of some importance. 

AVc have already seen that the price which a person pays for a 
thing can never exceed, and seldom comes up to that which he would 
be willing to pay rather than go without it : so that the satisfaction 
which he gets from its purchase generally exceeds that which he gives 
up in paying away its price ; and he thins derives from the purchase a 
surplus of satisfaction. The excess of the price which he would be 
willing to pay rather than go without the thing, over that which he 
actually does pay, is the economic measure of this surplus satisfac- 
tion. It may be called consumer’s siirp/us. ^ ' 

It is obvious ‘that the consumer’s surpluses derived from some Conmmtr'i 
commodities are much greater than from others. There are many 
comforts and luxuries of which the prices arc very much below those 
which many people would pay rather than go entirely without them ; 
and which therefore afford a very great consumer’s surplus. Good 
instances are matches, salt, a penny newspaper, or a postage-stamp. 

This benefit, which he gets from purchasing at a low price things is part 
for which he would rather ])ay a high price than go without them, 
may bo called the benefit which he derives from his opjMunilies, or a mun 
from his environment ; or, to recur to a word that was in common nwnlfis 
use afe w generations ago, from his con j u ncture. 0 ur aim in the present 
chapter is to apply the notion of consumer’s surplus as an aid in conjunc- 
estimating roughly some of the benefits which a person derives from 
his environment or his conjunctim:.^ 

‘ This term is a familiar ono in German economics, and meets a need which is 
much felt in Eiiftliah economics. I'or '' opporlimity ” and “ euviromnenfcA’ the only 
nvnilahle substitutes for it, aro sometinii's inther niielendiii}:. By Oonjumtur, says 
Wagner (OiWitMcjuiij;, Ed, in. p. 387), "wc imdersund the sum total of tho toehnical, 
economie, social and IcKal coiiditioiiH ; which, in a mode of national hfo ( Vvlhwirth- 
schajt) restiiu; upon division of labour and private property,— cspeeinlly private 
properly in land and other iiinterial iiicans of production — detcrmiiio the demand for 
and supply of goods, and therefore llicir exclinugo value : tins determination being as a 
rule, or at least in the main, iiulcpcndcnl of the will of tlie owner, of his activity and his 
remissnesB.” 
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§ 2, In order to give definiteness to our notions, let us consider 
the case of tea purchased for domestic consumption. Let us take 
the case of a man, who, if the price of tea were 20s. a pound, would 
just be induced to buy one pound annually ; who would just be in- 
duced to buy two pounds if the price were 14s., three pounds if the 
price were 10s., four pounds if the price were 6s., five pounds if the 
price were 4s., six pounds if the price were 3s., and who, the price 
being actually 2s., does purchase seven pounds. We have to 
investigate the consumer’s surplus which he derives from his power 
of purchasing tea at 2s. a pound. 

The fact that he would just be induced to purchase one pound if 
the price were 20s., proves that the total enjoyment or satisfaction 
which he derives from that pound is as great as that which he could 
obtain by spending 20s. on other things. When the price falls to 14s. , 
he could, if he chose, continue to buy only one pound. He would 
then get for 14s. what w’as worth to him at least 20s. ; and he will 
obtain a surplus satisfaction worth to him at least 6s., or in other 
words a consumer’s surplus of at least 6s. But in fact he buys a 
second pound of his own free choice, thus showing that he regards it 
as worth to him at least 14s., and that this represents the additional 
utility of the second pound to him. He obtains for 28s. what is 
worth to him at least 20s. -f 14s. ; i.e. 34s. His surplus satisfaction 
is at all events not diminished by buying it, but remains worth at 
least 6s. to him. The total utility of the two pounds is w'orth at least 
34s., his consumer’s surplus is at least 6s.* The fact that each 

1 Somo further explanations may bo given of tliis statement ; though in fart they 
do little moro than repeat in other words what has already been said. The signiiicanro 
of the condition in the text that he bu^'s the second pound of his own free clioice is 
shown by the consideration that if the price of 14;. had been ofTcred to him on the 
condition that lio took two pounds, he would then have to elect between taking one 
pound for 209. or two pounds for 29$. : and then his taking two pounds would not havo 
proved that he thought the second pound w’orth more than Bs. to him. But as it is, 
he takes a second pound paying 149. um*onditionally for it ; and tliat proves that it is 
worth at least 14fl. to him. (If he can get buns at a penny each, but seven for sixpence ; 
and he elects to l)uy seven, wo know that he is willing to give up his sixth penny for 
tlie sako of tlic sixth and the seventh buns : but we cannot tell how much he would pay 
rather than go without the seventh bun only.) 

It is sometimes objected that os he increases his purchases, the urgency of his need 
for his earlier purchoaes is diminished, and their utility falls; therefore we ought to 
continually redraw* the earlier parts of our list of demand prices at a lower level, as we 
pass along it towards low'cr prices (t.e. to redraw at a lower level our demand curve as 
wc pass along it to the right). But this misconceives the plan on v hieh the list of prices 
is made out. Tho objection would have been valid, if the demand price set against each 
number of pounds of tea represented the avcjvffc utility of that number. For it is tnie 
that, if he would pay just 209. for one pound, and just 149. for a second, then he would 
pay just 319. for the tw'o; i.e. I7a. each on tlio average. And if our list had had 
referenoe to tho averat/e prices lie would pay, and liad set 179. against the second pound ; 
then no doubt we should liave had to redraw tho list os w'e passed on. For when ho 
has bought a thirrl pound tho average utility to him of each of the three will be less 
than that of 179, ; being in fact 149. 8d. if, as we go on to assume, he would pay just 
109. for a third pound. But this difficulty is entirely avoided on the plan of making out 
demand prices which is here adopted ; according to which his second pound is cremted, 
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additional purchase reacts upon the utility of the purchases which he m, vt, 2 . 
had previously decided to make lias already been allowed for in making 
0 M< the schedule and must not he counted a second time. 

When the price falls to 10s., he might, if he chose, continue to buy 
only two pounds ; and obtain for 20s. what was worth to him at least 
34s., and derive a surplus satisfaction worth at least 14s. But in 
fact he prefers to buy a third pound : and as he does this freely, we 
know that he docs not diminish his surplus satisfaction by doing it. 

He now gets for 30s. three pounds; of which the first is worth to him 
at least 20s., the second at least 14s., and the third at least 10s. The 
total utility of the three is worth at least 44s., his consumer’s surplus 
is at least 14s., and so on. 

When at last the price has fallen to 2s. he buys seven pounds, 
which arc severally worth to him not less than 20, 14, 10, 6, 4, 3, and 
2s. or 59s. in all. This sum measures their total utility to him, and 
his consumer’s surplus is (at least) the cxce.ss of this sum over the 14s. 
he actually does pay for them, i.e. 45s. This is the excess value of the 
satisfaction he gets from buying the tea over that which he could 
have got by spending the 14s. in extending a little his purchase of 
other commodities, of which he had just not thought it worth while to 
buy more at their current prices; and any further purchases of 
which at those prices would not yield him any consumer’s surplus. 

In other words, he derives this 45s. worth of surplus enjoyment from 
his conjuncture, from the adaptation of the environment to his wants 
in the particular matter of tea. If that adaptation ceased, and tea 
could not be had at any price, he would have incurred a loss of satis- 
faction at least equal to that which he could have got by spending 
45s. more on extra supplies of things that were worth to him only 
just what he paid for them.^ 

not tlio 17/f. wliich iTprcscnta tlio average \alue per ]}Ound of tho two pounds; 
but with tlio 148., which represents the additional iitilitywliicli a second pound has for 
him. Tor tlint remains unolianged when he has bought n third pound, of which the 
additional utility is measured by 108. 

The (ir‘‘l pountl was probably worth to lum more than 208. All that we know is 
that it was not worth less to him. He probably got some smoll surplus even on that 
Again, tlic socond pound w'as probably worth more than 148. to him. All that we 
know is that it w*as worth at least 148. and not worth 208. to him. Ho would get 
thoreforo at this stage a surplus satisfaction uf at Icmst 1)8., probably a little more. A 
ragged edge of this kind, as mathematicians arc aw'nro, always exists when w c watch the 
effects of coiisidorablo changes, as that from 208. to 148. a pound. If wo had befran 
with a vory high price, had descended by practically infinitesimal changes of a farthing 
per pound, and w'atchod infinitcBimal voriations in his consumption of a small fraction 
of o pound at a lime, tliis ragged edge would have disaiijicnrcd. 

' l*rof. Kiclioisoii {Prineij^es of PoUtiral Econoinyt \ol. l and Economic Journal, 

Vol. IV.) has raised objections to the notion of consumers’ surplus, which have been 
answered by I?rof. Edgeworth in the samo Journal, Prof. Nicholson says : — “ Of 
what avail is it to say tliat tlio utility of an income of (say) £100 a year is worth (say) 

£1000 a year? ” There woukl bo no avail in saying that. But there might bo use, 
when comparing life in Central Africa with life in England, in saying that, though tlio 
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III, VI, 3 . § 3. In the same way if we were to neglect for the moment the 

De^dof money represents different amounts of 

a market, pleasure to different people, we might measure the surplus satisfac- 
tion which the sale of tea affords, say, in the London market, by the 
aggregate of the sums by which the prices shown in a complete list 
of demand prices for tea exceeds its selling price.^ 


things wliich money will buy in Central Africa may on the average be as cheap there as 
here, yet thcro are so many tilings which cannot bo bought there at all, that a person 
with a thousand a year there is not so well off as a person with three or four hundred a 
year here. If a man pays Id. toll on a bridge, which saves him an additional drive that 
would cost a shilling, we do not say that tUo penny is worth a shilling, but that tho 
penny together with the advantage* offered him by tlio bridge (tho part it plays in his 
conjuncture) is worth a shilling for that day. U’ere tho bridge swept away on o day 
on which he needed it, he would be in at least as bad a position as if ho had been 
deprived of eleven pence. 

^ Let us then consider the demand curvo DD' for tea in any largo market, 
j Let OH be the amount whieJi is sold tlierc at tlic price 
HA annually, a year being taken as our unit of time. 

Taking any point Af in OH let us draw AIP vertically up- 
wards to meet tlio curve in 1* and cut a horizontal lino 
through A in 12. Wo will supposr* tho several lbs. numbered 
in the order of the eagornoss of tho several piirelmserB : the 
eagerness of the purelindcr of any lb. being measured by 
ttbe price ho is just willing, to pay for that Ib. The figure 
[informs us that OM can bo sold at tho price PM ; but that 
at any higher price not f|(iito so many lbs. can bo soM. 

Thoro must bo then some individual who will buy more at 
the price PM, than ho will at any higher price; and wt} 
arc to regard tho O.Uth lb. as sold to tins individual. 

Suppose for instance that PM ccpjC'^euU ‘Is., and that OM represents a million lbs. 
The purchaser dcsoriljcd HTthe text is just willing to buy his fiftli lb, of tea at the 
price Is., uiul tlio OMth or millionth Ib, may be said to bo sold to him. If All and 
therefore I’M ropivscnts 'la., tho coosuineis* surplus derived from tho O.Uth lb. is 
the excess of PM or wliich tlio purchaser of tlmt lb. would havo boon willing to 
pay for it over PM the In. wliich be actuully does pay for it. Lot us suppose that 
/ a very thin vortical parallelogram is draum of whicli tlio lieight is 'PA/ and of which 
the ba.se is llic rlislance along Ox that znoasures tho single unit or lb. of tea. It 
will be convenient bemefoi'wttid to regard price as measured not by n mathematical 
straiglit line without thickness, as PM; but by a very thin parallelogram, or as it may 
bo called a tliick straight line, of wiiieli tho breadth is in every case equal to tho 
distance along Ox which measures a unit or lb. of tea. U’huB wc should say that tho 
tt otal satisfaction derived from tho O . Uth l b. of ten is reprcBci it cd/ or, on the assumption 
nmde''iii llTo Just jinrugraph of the text, is mt‘nsurcd) ^ the tmek st raight lino Ai Pj 
that the ])rice paid for this lb. is rc'prosriitrd by the tmrk str&iSht llM MR and tho 
consumers’ surpluH derived from tins lb. by tho thick straiglit lino RP. Now let ua 
KUppMo that aiu'li thin parallelograms, or tliick straight lines, aro drawn from all 
positions of M betv con 0 and H, one for each lb. of lea. The thick straight lines thus 
d^a^^n, as MP is, from O.v up to tJie demand curvo will each represent the aggregate of 
, the satisfaction derived from a lb, of tea; and taken together thus occupy and exactly 
fill uj) tho whole area DOHA. Thrroforc wc may soy that tho area DOHA represents 
the aggregate of the sutisfactiou derived from tho consumption of tea. Again, each 
of tlio straiglit lines drawn, as MR is, from Oz upwards as far as AO represents the 
price that actuully is paid for a lb. of tea. These straiglit lines together maJre up the 
area COHA ; and therefore this area represents tho total price paid for tea. Finally 
each of the straight lines drawn as RP is from AC upwards as far as tho demand curve, 
rcprobcnta the consumers’ surplus derived from the corresponding lb. of tea. Tliese 
straiglit lines together mako up tho area DCA ; and therefore this area represents the 
total coiLsumers’ surplus that is derived from tea when the price is AH. But it must 
be repeated that this geometrical measurement is only an aggregate of the measures of 
benefits whicli are not all measured on the same scale excppt on tho assumption just 
made in tlie text. Unless that assumption is made the area only represents an 
aggregate of satisfactions, tho several oihounls of whicli are not exactly measured. On 
that assumption only, its urea measures the volume of the total uti satisfaction derived 
from the tea by its various purchasers. 
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This analysis, with its new names and elaborate machinery, iii, vi, s. 
appears at first sight laboured and unreal. On closer study it will ,p,^r — 
be found to introduce no new difficulties and to make no new analysis 
assumptions ; but only to bring to light difficulties and assumptions 
that are latent in the common language of the market-place. For in definite 
this, as in other cases, the apparent simplicity of popular phrases veils to^Suar 
a real complexity, and it is the duty of science to bring out that latent 
complexity ; to face it ; and to reduce it as far as possible : so that, 
in later stages we may handle firmly difficulties that could not be 
grasped with a good grip by the vague thought and language of 
ordinary life. 

It is a common saying in ordinary life that the real worth of 
things to a man is not gauged by the price he pays for them : that 
though he spends for instance much more on tea than on salt, yet 
salt is of greater real worth to him; and that this would be clearly 
seen if he were entirely deprived of it. This line of argument is but 
thrown into precise technical form when it is said that we cannot 
trust the marginal utility of a commodity to indicate its total utility. 

If some .shipwrecked men, expecting to wait a year before they were 
rescued, had a few pounds of tea and the same number of pounds of 
salt to divide between them, the salt would be the more highly 
prized ; because the marginal utility of an ounce of salt, when a per- 
son expects to get only a few of them in the year, is greater than that 
of tea under like circumstances. But, under ordinary circumstances, 
the price of salt being low, every one buys so much of it that an 
additional pound would bring him little additional satisfaction : the 
total utility of salt to him is very great indeed, and yet its marginal 
utility is low. On the other hand, since tea is costly, most people 
use less of it and let the water stay on it rather longer than they 
would, if it could lie got at nearly as low a price as salt can. Their 
desire for it is far from being satiated : its marginal utility remains 
high, and they may bo willing to pay as much for an additional ounce 
of it as they would for an additional pound of salt. The common 
saying of ordinary life with which we began suggests all this : but 
not in an exact and definite form, such as is needed for a statement 
which will often be applied in later work. The use of technical 
terms at starting adds nothing to knowledge : but it puts familiar 
knowledge in a firm compact shape, ready to serve as the basis for 
fiud/her study. ^ 

* Harris On Coins 1757, says “ Tilings in general aro valued, not according to 
thoir real uses in supplying the necessities of monj but rather in proportion to tho 
land, labour and skill that are requisite to produce them. It is accoRhng to this 
proportiem nearly, iliat things or commodities ore exchanged one for another; and 
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Or the real worth of a thing might lie disriissed with reference not 
to a single person but to people in general ; and thus it would 
naturally be assumed that a shilling’s worth of gratification to one 
Englishman might be taken as equivalent with a shilling’s worth to 
another, “ to start with.” and “ until cause to the contrary were 
shown.” But everyone would know that this was a reasonable 
course only on the supposition that the consumers of tea and those of 
salt belonged to the same classes of people ; and included people of 
every variety of tempera rnent.^ 

'This involves the consideration that a pound’s worth of satisfac- 
tion to an ordinary poor man is a much greater thing than a pound’s 
worth of satisfaction to an ordinary rich man : and if instead of com- 
paring tea and salt, which are both used largely by all classes, we 
compared either of them with champagne or pineapples, the correc- 
tion to be made on this account would be more than important : it 
would change the whole character of the estimate. In earlier 
generations many statesmen, and even some economists, neglected to 
make adequate allowance for considerations of this class, especially 
when constructing schemes of taxation; and their words or deeds 
seemed to imply a want of symipathy with the sufferings of the poor ; 
though more often they were due simply to want of thought. 

On the whole however it happens that by far the greater number 
of the events with which economics deals, affect in about equal pro- 
portions all the different classes of society; so that if the money 
measures of the happiness caused by two events are equal, there is 
not in general any very great difference between the amounts of the 
happiness in the two cases. And it is on account of this fact that the 
exact measurement of the consumers’ surplus in a market has already 
much theoretical interest, and may become of high practical 
importance. 

It will be noted however that the demand prices of each com- 

it is by tlic said s^alo, that tlic intrmsif values of most thmpa arc chiefly cbtimntcd. 
"Water ifl of groat use, and yet ordinarily of little or no value; hernuse in most pUices, 
water flo\\s spontaneously m such picat ]»lenly, ns not to lie vvitlihcld within tlio 
limits of private property; but all rany liavo enough, without other expense than 
that of bringing or conducting it, when the cose so requires. On the other hnnrl, 
diamonds being very scai’ce, have upon that aceoimt a groat value, though they arc hut 
little use.” 

^ 'Pliere mieht conceivably be persons of high sensibility who would suffer specially 
from the want of either salt or tea; or who were generally sensitive, and would 
suffer more from the loss of a certain part of their income than others in the same 
station of life. But it would bo assumed that such differences between individuals 
miglit bo neglected, since wo were eonsidoring in either case the average of largo 
numlicrs of people ; though of couisc it miglit be necessary to consider whether there 
wore some special reason for believing, say, that those who laid most store by tea were 
a specially sensitive class of people. If it could, then a separate allowanco for this 
would have to be made before applying the results of economical analysis to practical 
problems of ethics or politics. 
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modity, on which our estimates of its total utility and consumers’ III, vi, 4 . * 
surplus are based, assume that other things retnain equal, while its 
price rises to scarcity value : and when the total utilities of two com- 
modities which contribute to the same purpose are calculated on this 
plan, we cannot say that the total utility of the two together is equal 
to the sum of the total utilities of each separately.^ 

§ 4. The substance of our argument would not be affected if we it ia 
took account of the fact that, the more a person spends on anything 
the less power he retains of purchasing more of it or of other things, 
and the greater is the value of money to him (in technical language changes in 
every fresh expenditure increases the marginal value of money to chair’s 
him). But though its substance would not be altered, its form/eommand 
would be made more intricate without any eprresponding gain ; for ** 
there are very few practical problems, in which the corrections to be 

There are however some exceptions. For instance, as Sir R. 

Giffen has pointed out, a rise in the price of bread makes so large a 
drain on the resources of the poorer labouring families and raises so 

^ Some ambiguous phrases in oarlior editions appear to have suggested to some 
readers tlio opposite opinion. But the task of adding together the total utilities of all 
commodities, so as to obtain the aggregate of the total \itility of all wealth, is beyond 
tho range of any but tho most elaboiato mathematical formula\ An attempt to treat 
it by thorn some years ago convinced tho present writer that ONon if the task be 
theoretically feasible, the result wo\ild be encumbered by so many hj'pothcecs as to be 
practfcally useless. 

Attention hoe already (pp. 84 n.^, 89 n.^) been called to tho fact that for some purposes 
such things as tea and coneo must be grouped together as one commodity : and it is 
obvious that, if tea were inaccessible, people would incroaeo their consumption of 
coffee, and vice versa. Tho loss that people would suffer from being deprived both of 
tea and coffee would be greater than the sum of their losses from being deprived of 
either alone : and thoreforo the total utility of too and coffee is greater tlmn tho sum 
of the total utility of tea calculated on the supposition that people con have recourse to 
coffee, and that of coffee calculated on a like supposition as to tea. This diffirulty con 
be theoretically evaded by grouping tho two “rival “ commodities together under a 
common demand schedule. On the other hand, if w'e have calculated the total utility 
of fuel with Toforence to tho fact that without it we could not obtain hot water to 
obtain the beverage tea from tea leaves, we should count something twice over if we 
added to that utility the total utility of tea leaver, reckoned on a similar plan. Again 
the total utility of agricultural produce includes that of ploughs ; and the two may not 
be added together; though the total utility of ploughs may be discussed in connection 
with one problem, and that of wheat in connection with another. Other aspects of 
these two diiliculties are examined in V. vi. 

Frof. Fatten has insisted on tho latter of them in some able and suggestive writings. 

But his attempt to express tlie aggregate utility of all forms of wealth seems to over- 
look many difficulties. 

^ In mathematical language the neglected elements would generally belong to the 
second order of small quantities; and the legitimacy of the faz^iar scientific method 
by which they are neglected would have seemed beyond question, had not Frof. 

Nicholson challenged it. A short reply to him has been given by Frof. Edgeworth in 
the Economic Journal for March 1894; and a fuller reply by Frof. Barone in the 
Qiomale degli EeonomisH for Sept. 1894; of which some account is given by Mr. 

Sanger in the Economic Journal for March 1805. 

^As is indicated In Note VI in the Matlioznaticel Appendix, formal account could be 
taken of changes in the marginal utility of moz^y, if it were desired to do so. If we 
attempted to add together the total utilities of all commodities, wo should be bound to 
do so : that task is however impracticable. 
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mucli tip marginal utility of money to them, that they are forced to 
curtail their consumption of meat and the more expensive fari- 
naceous foods : and, bread being still the cheapest food which they 
can get and will take, they consume more, and not less of it. But 
such cases are rare ; when they arc met with, each must be treated on 
its own merits. 

It has already been remarked that we cannot guess at all 
accurately how much of anything people would buy at prices very 
different from those which they are accustomed to pay for it : or in 
other words, what the demand prices for it would be for amounts 
very different from those which are commonly sold. Our list of 
demand prices is therefore highly conjectural except in the neigh- 
bourhood of the customary price ; and the best e.stiniates we can form 
of the whole amount of the utility of anything are liable to large error. 
But this difiBculty is not important practically. For the chief appli- 
cations of the doctrine of consumers’ surplus are concerned with such 
changes in it as would accompany changes in the price of the com- 
modity in question in the neighbourhood of the customary price ; 
that is. they require us to use only that information with which we 
are faiily well supplied. These remarks apply with special force to 
necessaries.^ 

§ 5. There remains another class of considerations which arc 
apt to be overlooked in estimating the dependence of wellbeing upon 
material wealth. Not only does a person’s happiness often depend 
more on his own physical, mental and moral health than on his 


^ Tlie notion of consiimeiV wrpliis inny help iig a IiUle now , and, wlicn oiir 
statistical know ledge is further ad\ancccl, it may help us a great deal to de( ido how 
miuh would be done to the public by an additional tax of Qd. a pound on tea, 

01 by an addition of ten pei mit to the height chaigeg of a lailway and the ^ aluo 
of the notion is but diminished by the fact that it would not help us much to 
estimate the loss tliat would bo caused by a tax of 30f. a pound on tea, or a tenfold iho 
in fi eight charges 

He^erting to our lastdiagram, wo may express this by saving that, if ..1 is llio ])oiiib 
on the curve coiiospondmg to the amount that is wont to be sold in tlio maiket, daU 
can be obtained suthcicnt for diawing the curve with toleiublo coiicctuesg fni bonio 
distance on either side of 1 , though tlic curve can seldom be drawn with any appioaf li 
to ncruracy light up to D But this is piocticaliy unimportant, bocauso m the cliict 
piactical applications of the thioi^ of value wo sliould seldom mako any use oL a 
knowledge of tho whole shape of tlio demand curve if w’o had it. We need just what 
WB can get, that is, a fairly correct knowledge of its shape in the neiglibourhoocl of A» 
e seldom requite to ascertain tho total area DC A , it is suificient for most of our pur- 
poses to know the changes in this area that would bo occasioned by moving -1 thiough 
small distances along the curve m either direction. Ncvcillieless it will save tiouble 
to assume piovisionally, as m pure theory we oro at liberty to do, tliat tho cnivo is 
completely diawn. 

Iheio IS however a special difficulty in estimating tho whole of the utility of 
commodities some supply of which is necessary for life. If any attempt is made to do 
It, tho beat plan is perhaps to take tlict necessary supply for granted, and estimate tho 
^tal utility only of that part of tho commodity which is in excess of this amount. 
But w e must recollect that the dosiro for anything is much dependent on the diihculty 
of getting substitutes for it. (See Note VI in the Mathematical Appendix. ) 
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external conditions : but even among these conditions many that iii, vi, 6. 
are of chief importance for his real happiness are apt to be omitted 
from an inventory of his wealth. Some are free gifts of nature ; and 
these might indeed be neglected without great harm if they were 
always the same for everybody ; but in fact they vary much from 
place to place. More of them however are elements of collective 
wealth which are often omitted from the reckoning of individual 
wealth; but which become important when we compare different 
parts of the modern civilized world, and even more important when 
we compare our own ago with earlier times. 

Collective aetion for the purpose of securing common wellbeing, So-cailed 
as for instance in lighting and watering the streets, will occupy us 
much towards the end of our inquhies. Co-operative associations 
for the purchase of things for personal consumption have made more tiie subjuct 
progress in England than elsewhere : but those for purchasing the 
things wanted for trade purposes by farmers and others, have until 
lately been backward in England. Both kinds are sometimes 
described as Consumers’ associations; but they are really asso- 
ciations for economizing effort in certain branches of business, and 
belong to the subject of Production rather than Consumption. 

§ 6. 'When we speak of the dependence of wellbeing on material U'o are 
wealth, we refer to the flow or stream of wellbeing as measured by 
the flow or stream of incoming wealth and the consequent power of •“''Bo 
using and consuming it. A ])crson’s stock of wealth yields by its raiher 
usance and in other ways an income of happiness, among which of 
course arc to be counted the pleasures of possession : but there is 
little direct connection between the aggregate amount of that stock 
and his aggregate happiness. And it is for that reason that we have 
throughout this and preceding chapters spoken of the rich, the middle 
classes and the poor as having respectively large, medium and small 
incomes — not possessions.^ 

In accordance with a suggestion made by Daniel Bernoulli, we Bar- 
may regard the satisfaction which a person derives from his income "u^os- 
as commencing when he has enough to support life, and afterwards as 
increasing by equal amounts with every equal successive percentage 
that is added to his income ; and vice versa for loss of income.® 

^ Soe Noto VII in tho Appondix. 

^ Tliat is to eay, if £30 represent necessaries, a person's satisfaction from ills 
incomo will begin at that point; and wiicn it has readied £*10, an additional £1 
will add a tenth to iho £10 which represents its huppiness-yioldiug power. But if 
his income were £100, that is £70 above the level uf noccMsarics, an additional £7 
would be required to add as much to liis happiness as £1 if his income were £40 : 
while if his incomo woro £10,000, an additional £1000 would bo needed to produce 
an equal effect (compare Noto VIII in the Appendix). Of course such estimates 
are very much at random, and unable to adapt themselves to the varying clrcum- 
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But after a time uew riches often lose a great part of their charms. 
Partly this is the result of familiarity ; which makes people cease to 
derive much pleasure from accustomed comforts and luxuries, 
though they suffer greater pain from their loss. Partly it is due to 
the fact that with increased riches there often comes cither the weari- 
ness of age, or at least an increase of nervous strain ; and perhaps 
even habits of living that lower physical vitality, and diminish the 
capacity for pleasure. 

In every civilized country there have been some followers of the 
Buddhist doctrine that a placid serenity is the highest ideal of life ; 
that it is the part of the wise man to root out of his nature as many 
wants and desires as he can; that real riches consist not in the 
abundance of goods but in the paucity of wants. At the other 
extreme are those who maintain that the growth of new wants and 
desires is always beneficial because it stimulates people to increased 
exertions. They seem to have made the mistake, as Herbert Spencer 
says, of supposing that life is for working, instead of working for life.' 

The truth seems to be that as human nature is constituted, man 
rapidly degenerates unless he has some hard work to do, some 
difficulties to overcome; and that some strenuous exertion is 
necessary for physical and moral health. The fulness of life lie.s in 
the development and activity of as many and as high facultie.s as 
possible. There is intense pleasure in the ardent pursuit of any aim, 
whether it be succe.ss in business, the advancement of art and science, 
or the improvement of the condition of one’s fellow-beings. The 


stances of individual life. As wc siiall see later, tlie ststems of taxation wiiii-li aro 
now most widely ijrevalont follow generally oji tfie Jinc'S of Dcrnotiili’s sugujc^lion. 
Earlier systems took from the poor verj' much rnoro than would Ik) in nccorUrtmc w ith 
that plan; while the systems of graduated taxation, vthich are l)cing foresluulowed 
in several countries, aro in somo measure based on the assumption that tho addition 
of one per cent, to a very largo income adds less to tho wellhoing of its owner than an 
addition of one per cent, to smaller incoiaes would, oven after IJernoiilli’s coiTeetion 
for necessaries has been made. 

It may bo mentioned in passing that from tlio genernl law that tlio utility to 
anyone of an additiomil £1 diminishes with tho miinbi^r of jiounds lie nlremly law, 
there follow two imjiortant practical prineijdes. TIio fu>.L is that gambling involves 
an oconoinic loss, even wlien conducted on iieifeetly fair and even terms. For insianee, 
a man who having £000 makes a fuir oven bet of £100, has now un expectation of 
happiness equal to half that derived from £700, and lialf that derived fruiu £o0U ; 
and this is less than tho certain expectation of tho happiness derived from £G0n, 
bwaiiso by hypotliesia tho dilference between tiic hapjjineas got from £000 and £.100 is 
greater than tho difference between tho happiness got from £700 and £000. (Cornparo 
Note IX in tlio Appendix and Jevons, l.e. Oh. iv.) Tho second principle, tho direct 
oonverso of tho first, is that a theoretically fair insnranco against risks is always un 
economic gain. But of cuurso every insnranco ollieo, after calculating what is u 
tlieoretically fair promium, has to slmro in addition lo it onough to pay profits on its 
own capital, and to cover its own expenses of working, among which are often to bo 
reckoned very heavy items for advertising and for losses by fraud, Tlio question 
whether it is advisablo to pay the promium whieli insnranco offices practically do 
charge, is one that must be decided for each case on its own merits. 

^ idee bis lecture on The Gospel of Belazation, 
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highest constructive work of all kinds must often alternate between m, n, e. 

periods of over-strain and periods of lassitude and stagnation ; but 

for ordinary people, for those who have no strong ambitions, whether 

of a lower or a higher kind, a moderate income earned by moderate 

and fairly steady work offers the best opportunity for the growth of 

those habits of body, mind, and spirit in which alone there is true 

happiness. 

There is some misuse of wealth in all ranks of society. And Expcndi- 
though, speaking generally, we may say that every increase in the 
wealth of the working classes adds to the fulness and nobility of of display, 
human life, because it is used chiefly in the satisfaction of real 
wants ; yet even among the artisans in England, and perhaps still 
more in new countries, there are signs of the growth of that un- 
wholesome desire for wealth as a means of display which has been the 
chief bane of the well-to-do classes in every civilized country. Laws 
against lu.xury have been futile ; but it would be a gain if the moral 
sentiment of the community could induce people to avoid all sorts 
of display of individual wealth. There are indeed true and worthy Tho 
plea.surcs to be got from wisely ordered magnificence : but they are 
at their best when free from any taint of personal vanity on the one of the 
side and envy on the other; as they are when they centre round overthe* 
public buildings, public parks, public collections of the fine arts, and 
public games and amusements. So long as wealth is applied to pro- 
vide for every family the necessaries of life and culture, and an 
ahundunce of the higher forms of enjoyment for collective use, so long 
the pursuit of wealth is a noble aim; and the pleasures which it 
brings are likely to increase with the growth of those higher actiiities 
which it is used to promote. 

When the necessaries of life are once provided, everyone should Tho 
seek to increase the beauty of things in his possession rather than 
their number or their magnificence. An improvement in the artistic educates 
character of furniture and clothing trains the higher faculties of those ducer^ 
who make them, and is a source of growing happiness to those who 
use them. But if iirstead of seeking for a higher standard of beauty, the fringe 
we spend our growing resources on increasing the complexity and ^qu^rfel 
ii^ricacy of our domestic goods, we gain thereby no true benefit, no 
Inting happiness. The world would go much better if everyone deferred! 
\juld buy fewer and simpler things, and would take trouble in 
selecting them for their real beauty ; being careful of course to get 
good value in return for his outlay, but preferring to buy a few 
things made well by highly paid labour rather than many made 
badly by low paid labour. 

I 
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in, VI, 0. But we are exceeding the proper scope of the present Book ; the 
discussion of the influence on general wellbeing which is exerted by 
the mode in which each individual spends his income is one of the 
more important of those applications of economic science to the art of 
living. 



BOOK IV 

THE AUJiNTS OF PRODUCTIOJT 
LAND, LABOUR, CAPITAL AND ORGANIZATION 


CHAPTER I 
INTRODUCTORY 

§ I-Ethe agents of production are commonly classed as Land, iv, i, i. 
Labour and Capital. By Land is meant the material and the.ji,g 
forces which Nature gives freely for man’s aid, in land and water, agonta of 
in air and light and heat. By Labour is meant the economic work my 
of man, whether with the hand or the head.^ By Capita l is meant 
all stored-up provision for the production of material goods, and for three 
the attainment o? those benefit, s which are commonly reckoned as“ 
part of income. It is the main stock of wealth regarded as an 
agent of production rather than as a direct source of gratification. J 
[^Capital consists in a great part of knowledge and organization : 
and of this some part is private property and other part is not^ 
Knowledge is our most powerful engine of pi’oduction ; ,)t enables 
us to subdue Nature and force her to satisfy our wants, jdrgnniza- 
tion aids knowledge ; it has many forms, c.ff. that of a sing c business, 
that of various businesses in the same trade, that of various trades 
relatively to one another, and that of the State providing security 
for all and help for many. The distinction between public and 
private property in knowledge and organization is of great and 
growing importance : in .some respects of more importance than 
that between public and private property in material things ; and 
partly for that reason it seems best sometimes to reckon Organiza- 
tion .apart as a distinct agent of production'lj It cannot be fully 
examined till a much later stage in our inquir^' ; but something has 
to be said of it in the present Book. 

^ Labour ia classed as oconoinic wlicii it is “ MiidcrpoiiB partly or wholly with a view to 
Bomo good other than the ploasuto ilircctly derived from it." See p. 54 and footnoto. 

Sueh lobour with the head as does not tend directly or indirectly to promote material 
production, as for instance the work of the sclioolboy at his tasks, ia left out of account, ao 
long aa wo arc conflnlng our attention to jiroduction in tho ordinary aeuse of tlie term. 

From some points of view, but not from all, tho pliraso Land, Labour, Capital would be 
more aymmotrical if labour were interpreted to mean tlio labourers, i.e. mankind. See 
Walra9,^coiiontiei’oWi4UcJ^urc,Lofonl7,andl‘rof.K8her.A’co)ioffn'cdoU/'(iol,vl.p.529, 
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In a sense there are only two agents of production, nature and 
man. Capital and organization are the result of the work of man 
aided by nature, and directed by his power of forecasting the future 
and his willingness to make provision for it. If the character and 
powers of nature and of man be given, the growth of wealth and 
laiowledge and organization follow from them as effect from cause. 
But on the other hand man is himself largely formed by his sur- 
roundings, in which nature plays a great part : and thus from 
every point of view man is the centre of the problem of production 
as well as that of consumption; and also of that further problem 
of the relations between the two, which goes by the twofold name 
of Distribution and Exchange. 

The growth of mankind in numbers, in health and strength, in 
knowledge, ability, and in richness of character is the end of all 
our studies : but it is an aim to which economics can do no more 
than contribute some important elements. In its broader aspects 
therefore the study of this growth belongs to the end, if to any 
pai't of a treatise on economics : but does not properly belong even 
there. Meanwhile we cannot avoid taking account of the direct 
agency of man in production, and of the conditions which govern 
his efliciency as a producer. And on the whole it is perhaps the 
most convenient course, as it certainly is that most in accordance 
with English tradition, to include some account of the growth of 
population in numbers and character as a part of the general discus- 
sion of production, 

§ 2. It is not possible at this stage to do more than indicate very 
slightly the general relations between demand and supply, between 
consumption and production. But it may be well, while the 
discussion of utility and value is fresh in our minds, to take a short 
glance at the relations between value and the disutility or dis- 
commodity that has to be overcome in order to obtain those goods 
which have value because they arc at once desirable and difficult 
of attainment. All that can be said now must be provisional; 
and may even seem rather to raise difficulties than to solve them : 
and there will be an advantage in having before us a map, in how- 
ever slight and broken outline, of the ground to be covered. 

\\hile demand is based on the desire to obtain commodities, 
supply depends mainly on the overcoming of the unwillingness to 
undergo discommodities.” These fall generally imder two 
heads : — labour, and the sacrifice involved in putting off consump- 
tion. It must suffice here to give a sketch of the part played by 
ordinary labour in supply. It will be seen hereafter that remarks 
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similar, though not quite the same, might have lieen made about iv, i, 2. 
the work of management and the sacrifice which is involved (some- 
times, but not always) in that waiting which is involved in accumu- 
lating the means of production. 

The discommodity of labour may arise from bodily or mental The 
fatigue, or from its being carried on in unhealthy surroundings, or moihticB of 
with unwelcome associates, or from its occupying time that is wanted oro 
for recreation, or for social or intellectual pursuits. But whatever 
be the form of the discommodity, its intensity nearly always increases 
with the severity and the duration of labour. 

Of course much exertion is undergone for its own sake, as for ns aro its 
instiince in mountaineering, in playing games and in the pursuit 
of literature, of art, and of science ; and much hard work is done 
under the influence of a desire to benefit others.^ But the chief 
motive to most labour, i n our use of the term, is the desire to obta in 
s ome materia l advantage ; which in the present state of the world 
a ppears generally in the fo rm of the gain of a certain amount of 
money. It is true that even when a man is working for hire he' 
often finds pleasure in his work ; but he generally gets so far tired 
before it is done that he is glad when the hour for stopping arrives. 

Perhaps after he has been out of work for some time, he might, as 
far as his immediate comfort is concerned, rather work for nothing 
th^ not work at all ; but ho will probably prefer not to spoil his 
market, any more than a manufacturer would, by offering what 
he has for sale much below its normal price. On this matter much 
will need to be said in another volume. 

In technical phrase this may be called the marginal disutilitij of 
labour. Bor, as with every increa.se in the amount of a commodity 
its marginal utility falls; and as with every fall in that desirable- 
ness, there is a fall in the price that can be got for the whole of the 
commodity, and not for the last part only; so the marginal dis- 
utility of labour generally increases with every increase in its 
amount. 

* We have acen (p. 103) that, i7 a peraon makes the whole of liis purcliascs at the 
price which !io w’oula he just willin^ to pay for lua last purchases* he gaina a surplus 
of satiRfactioii on his earlier purchases; since ho gets (hem for less than he would 
have paid rather than po without tlicm. So, if the price paid to him for doing any 
w’orlc is on adequate rowaid for tlmt jiart which he docs most unwillingly; and if, 
as gcnoraliy happens, the flame pajTncnt is given for tJiat part of tho work which ho 
docs less unwillingly and at less real cost to hiuwelf ; then from that part he obtains 
a prodiiccr*a surplus. Some dillicultics connected with this notion are considered In 
Appendix K. 

Tho labourer's unwillingneas to hcII his liiliuur for less then its normal price re* 
sembles the unwillingness of mnnuiaeturerfl to spoil tlioir market liy pushing (?oocls 
for sale at a low price; even thouuh, so far as the particular transiiction Is concerned, 
they would rather take tlio low price than let their w'urks stand idle. 
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IV, 1, 2. The unwillingness of anyone already in an occupation to increase 
Thw^ his exertions depends, under ordinary circumstances, on funda- 
muciiwori! mental principles of human nature which economists have to accept 
w^pbasur- Xs Jevons remarks.^ there is often some resistance 

to be overcome before setting to work. Some little painful effort 
is often involved at starting ; but this gradually diminishes to zero, 
and is succeeded by pleasure; which increases for a while until it 
attains a certain low maximum; after which it diminishes to zero, 
and is succeeded by increasing weariness and craving for relaxation 
and change. In intellectual work, however, the pleasure and' 
excitement, after they have once set in, often go on increasing till 
progress is stopped of necessity or b}' prudence. Everyone in health 
has a certain store of energy on wliich he can draw, but which can 
only be replaced by rest; so that if his expenditure exceed his 
income for long, his health becomes bankrupt ; and employers often 
find that in cases of great need a temporary increase of pay will 
induce their workmen to do an amount of work which they cannot 
long keep up, whatever they are paid for it. One reason of this 
•is that the need for relaxation becomes more urgent with every 
increase in the hours of labour beyond a certain limit. The dis- 
agrceablene.ss of additional work increase's; partly because, as the 
time left for rest and other activities diminishes, the agrecablcnos.s 
of additional free time increases. 

yet on Subject to these and some other qualifications, it is broadly true 
Bupposi- that the exertions which any set of workers will make, rise or fall 
^ remuneration which is offered to them. As 

to do it is the price required to attract purchasers for any given atnount of a 
governed commodity, was called the demand price for that amount during a 
goHor'it'^ other given time ; so the jirice required to call forth the 

exertion necessary for producing any given amount of a commodity. 
Supply may be called the supphj price for that amount during the same 
time. And if for the moment we assumed th;it production depended 
solely upon the exertions of a certain number of workers, already in 
existence and trained for their work, we should get a list of supply 
prices corresponding to the list of demand prices which we have 
already considered. This list would set forth theoretically in one 
column of figures various amounts of exertion and therefore of pro- 
duction ; and in a parallel column the prices which must be paid to 
induce the available workers to put forth these amounts of exertion.® 

But this simple method of treating the supply of work of any 

' Theory of Political Eennomyy (Jh, v, This dootrlno has iiccn ompbaBizod and 
developed in much detail by Austrian and American economists. 

* See abovo III. ni. 4 . 



SOME DIFFICULTIES AHEAD 


119 


kind, and ronspquently the supply of goods made by that work, 
assumes that the number of those who are qualified for it is fixed ; 
and that assumption can be made only for short periods of time. 
The total numbers of the people change under the action of many 
causes. Of these causes only some are economic; but among them 
the average earnings of labour take a prominent place; though 
their influence on the growth of numbers is fitful and irregular. 

But the distribution of the population between different trades 
is more subject to the influence of economic causes. In the long 
run the supply of labour in any trade is adapted more or less closely 
to the demand for it : thoughtful parents bring up their children to 
the most advantageous occupations to which they have access; 
that is to those that offer the best reward, in wages and other 
advantages, in return for labour that is not too severe in quantity 
or character, and for skill that is not too hard to be acquired. 
This adjustment between demand and supply can however never 
bo perfect ; fluctuations of demand may make it much greater or 
much less for a while, even for many years, than would have been 
just sufficient to induce parents to select for their children that 
trade rather than some other of the same class. Although therefore 
the reward to be had for any kind of work at any time does stand in 
some relation to the difficulty of acquiring the necessary skill com- 
bined with the exertion, the disagreeableness, the waste of leisure, 
etc. involved in the work itself ; yet this correspondence is liable to 
great disturbances. The study of these disturbances is a difificult 
task ; and it will occupy us much in later stages of our work. But 
the present Book is mainly descriptive and raises few difficult 
problems. 


IV, I. 2. 

Forocaat 
of tho 
difficulty 
of this 
problem in 
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CHAPTER II 
THE FERTILITY OF LAND 


IV, n, 1. § 1. The requisites of production are commonly spoken of as 

'rhenrtion labour and capital ; those material things which owe their 
that land usefulness to human labour being classed under capital, and those 

IS & iFOO ^ ^ 

gift of 'S’hich owe nothing to it being classed as land. The distinction is 
wWMho obviously a loose one : for bricks are but pieces of earth slightly 
produce of Worked up ; and the soil of old settled countries has for the greater 
[“man’s'** part been worked over many times by man, and owes to him its 
work is a present form. There is however a scientific principle underlvinT 

looBO ono : ... . mi ^ ► o 

but there the distinction. \\ hue man has no power of creating matter, he 
Imder'iymg Creates utilities by putting things into a useful form; ^ and the 
't' utilities made by him can be increased in supply if there is an 
increased demand for them : they have a supply price. But there 
are other utilities over the supply of which he has no control ; they 
are given as a fixed quantity by nature and have therefore no supply 
price. The term “ land has been extended by economists .so as 
to include the permanent sources of these utilities ; ^ whether they 
are found in land, as the term is commonly used, or in seas and 
rivers, in sunshine and rain, in winds and waterfalls. 

When we have inquired what it is that marks off laud from those 
material things which we regard as products of the land, we shall 
find that the fundamental attribute of land is its extension. The 
right to use a piece of land gives command over a certain space— a 
certain part of the earth’s surface. The area of the earth is fixed : 
the geometric relations in which any particular part of it stands to 
other parts are fixed. Man has no control over tliem ; they are 
wholly unaffected by demand; they have no cost of production, 
there is no supply price at which they can be produced. 

The use of a certain area of the earth's surface is a primary 
condition of anything that man can do; it gives him room for his 

^ Seo Book II. Chapter in. 

’ In Ricardo’s famous pliraso “ the original and inilestructiblc powers of the soil." 
t on Jhiinen, in a noteworthy discussion of tlio basis of tlio theorj’ of rent, and of the 
positions which Adam Smith and Ricardo took w ith regard to if, speaks of “ Dor 
Bodon an aioh”j a phrase which unfortunately cannot ho translated, but uliieh 
the soil as it would be by itself, H not altered by the action of man {Der laalirKt 
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own actions, with the enjoyment of the heat and the light, the air iv. n. 2 . 
and the rain which nature assigns to that area ; and it determines — 
his distance from, and in a great measure his relations to, other 
things and other persons. We shall find that it is this property of 
“ land ” which, though as yet insufficient prominence has been given 
to it, is the ultimate cause of the distinction which all writers on 
economics are compelled to make between land and other things. 

It is the foundation of much that is most interesting and most 
difficult in economic science. 

Some parts of the earth’s surface contribute to production 
chiefly by the services which they render to the navigator : others 
are of chief value to the miner; others — ^though this selection is 
made by man rather than by nature — ^to the builder. But when 
the productiveness of land is spoken of our first thoughts turn to 
its agricultural use. 

§ 2. To the agriculturist an area of land is the means of support- Condition* 
ing a certain amount of vegetable, and perhaps ultimately of animal, 
life. For this purpose the soil must have certain mechanical and 
chemical qualities. 

Mechanically, it must be so far yielding that the fine toots of 
plants can push their way freely in it ; and yet it must be firm enough 
to give them a good hold. It must not err as some sandy soils do 
by affording water too free a passage : for then it will often be 
dry, and the plant food will be washed away almost as soon as it is 
formed in the soil or put into it. Nor mast it err, as stiff clays do, 
by not allowing the water a lairiy free passage. For constant 
supplies of fresh water, and of the air that it brings with it in its 
journey through the soil, are essential ; they convert into plant food 
the minerals and gases that otherwise would be useless or even 
poisonous. The action of fresh air and water and of frosts are 
nature’s tilliigc of the soil ; and even unaided they will in time make 
almost any part of the earth's surface fairly fertile if the soil that 
they fo];m can rest where it i.s, and is not torn away down-hill by 
rain and torrents as soon as it is formed. But man gives great aid 
in this mechanical preparation of the soil. The chief purpose of his 
tillage is to help nature to enable the soil to hold plant roots gently 
but firmly, and to enable the air and water to move about freely in 
it. And farmyard manure subdivides clay soils and makes them 
lighter and more open ; while to sandy soils it gives a much needed 
firmness of texture, and helps them, mechanically as well as chemi- 
cally, to hold the materials of plant food which would otherwise be 
quickly washed out of them. 
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IV, ir, 3. Chemically the soil must have the inorganic elements that the 

ChernlTai Wants in a form palatable to it ; and in some cases man can 

of fertiut* ^ change with but little labour. For he can then turn 
a barren into a very fertile soil by adding a small quantity of just 
those things that are needed; using in most cases either lime in 
some of its many forms, or those artificial manures which modern 
chemical science has provided in great variety ; and he is now 
calling in the aid of bacteria to help him in this work. 

Man's § 3. By all these means the fertility of the soil can be brought 
altering^ Under man’s control. He can by sufficient labour make almo.st 
FM er Vf crops. He can prepare the soil mechanically 

the soil, and chemically for whatever crops he intends to grow next. He can 
adapt his crops to the nature of the soil and to one another ; select- 
ing such a rotation that each will leave the land in such a state, 
and at such a time of year, that it can be worked up easily and 
without loss of time into a suitable seed bed for the coming crop. 
He can even permanently alter the nature of the soil by draining it, 
or by mixing with it other soil that will su])plcinent its deficiencies. 
Hitherto this has been done only on a small scale ; chalk and lime, 
clay and marl have been but thinly spread over the fields ; a com- 
pletely new soil has seldom been made except in gardens and other 
favoured spots. But it is possil)le, and even as some think probable, 
that at some future time the mechanical agencio.s used in making 
railways and other great earthworks may be applied on a largo 
scale to creating a rich soil by mixing two poor soils with opposite 
faults. 

All these changes are likely to be carried out more extensively 
and thoroughly in the future than in the past. But even now the 
greater part of the soil in old countries owes much of its character 
to human action; all that lies just below the surface has in it a 
large element of capital, the produce of man’s past labour. Tlio.so 
free gifts of nature which Ricardo classed as llie " inherent ” and 
“ indestructible ” properties of the .soil, have liecn largely modified; 
partly impoverished and partly enriched by the work of many 
generations of men. 

But it is different with that which is above the surface. Every 
acre has given to it by nature an annual income of heat and light, 
of air and moisture; and over these man has but little control. 
He may indeed alter the climate a little by extensive drainage 
works or by planting forests, or cutting them down. But, on the 
whole, the action of the sun and the wind and the rain are an annuity 
fixed by nature for each plot of land. Ownership of the land gives 
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possession of this annuity : and it also gives the space required for iv, n, 4 , 
the life and action of vegetables and animals ; the value of this space — 
being much affected by its geographical position. 

We may then continue to use the ordinary distinction between original 
the original or inherent properties, which the land derives from 
nature, and the artificial properties which it owes to human action ; propertiea 
provided we remember that the first include the space-relations of 
the plot in question, and the annuity that nature has given it of 
sunlight and air and rain ; and that in many cases these arc the 
chief of the inherent properties of the soil. It is chiefly from them 
that the ownership of agricultural land derives its peculiar signi- 
ficance, and the Theory of Eont its special character. 

§ 4. But the question how far the fertility of any soil is due to The 
the original jiroperties given to it by nature, and how far to the qufiitres 
changes in it made by man, cannot be fully di.scusscd wdthout taking count for 
account of tlie kind of produce raised from it. Human agency can the^rtn'^ 
do much more to promote the growth of some crops than of others. 

At one end of the scale arc forest trees; an oak well planted and some cases 

with plenty of room has very little to gain from man’.s aid : there others 

is no way of applying labour to it so as to obtain any considerable 

return. Nearly the .same may be said of the gra,ss on some rich river 

bottoms which arc endowed rvith a rich soil and good natural 

drainage ; wild animals feeding off this grass without man’s care 

will farm it nearly as well as he does; and much of the richest farm 

land in England (paying a rent of £6 an acre and upwards) would 

give to unaided nature almost as great a return as is got from it 

now. Next comes land which, though not quite so rich, is still 

kept in permajient pasture ; and after thi.s comes arable land on 

which man does not trust to native’s sowing, but prepares for each 

crop a .seed bed to suit its .special wants, sows the seed himself and 

weeds away the rivals to it. The seeds which he sows arc selected 

for their habit of quickly maturing and fully developing just those 

parts which arc mo.st useful to him ; and though the habit of making 

this selection carefully is only quite modern, and is even now far 

from general, yet the continued work of thousands of years has given 

him plants that hiive but little resemblance to their wild ancestors. 

Lastly, the kinds of produce which owe most to man’s labour and 
care are the choicer kinds of fruits, flowers and vegetables, and of 
animals, particularly those which are used for improving their own 
breeds. For while nature left to herself would select those that are 
best able to take care of themselves and their offspring, man selects 
those which will provide him most quickly with the largest supplies 
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IV, II. 1. of the things he most wants; and many of the choicest products 
could not hold their own at all without his care. 

In any Thus various then are the parts which man plays in aiding 

extra*''* nature to raise the different kinds of agricultural produce. In each 
return to case he woiks on till the extra relurn got by extra capital and labour 
capital"* has so far diminished that it will no longer remunerate him for 
di*mini8hM ®'PP^y™8 them. Where this limit is soon reached he leaves nature 
sooner or to do nearly all the work ; where his share in the production has 
later. great, it is because he has been able to work far without 

reaching this limit. We are thus brought to consider the law of 
diminishing return. 

The return It is important to note that the return to capital and labour now 
'measured 'ii'der discussion is measured by the amount of the produce raised 
by the independently of any changes that may meanwhile take place in the 
o?thr*^ exchange value or price of produce; such, for instance, as might 
not'b'y*its ^ *1®'^ railway had been made in the neighbourhood, or the 

value. population of the county had increased much, while agricultural 
produce could not be imported easily. Such changes will be of 
vital importance when we come to draw inferences from the law 
of diminishing return, and particularly when we discuss the pres.sure 
of increasing population on the means of subsistence. But they 
have no bearing on the law itself, because that has to do not with 
the value of the produce raised, but only with its amount.^ 

‘ But see the latter part of IV. ra, 8 i also IV. xiii. 2. 
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. THE FERTILITY OF LAND, CONTINUED. THE TENDENCY TO 
DIMINISHING RETURN 

§1. The law of or sIMemenl of tendency to Diminishing Return iv, m, i. 
may be provisionally worded thus ; — 

An increase in the capital and labour applied in the cultivation visional 
of land causes m general a less than proportionate increase in the 
amount of produce raised, unless it happens to coincide with an 
improvement in the arts of agriculture. isiimg 

We learn from history and by observation that every agri- 
culturist in every age and clime desires to have the use of a good 
deal of land ; and that when he cannot get it freely, he will pay 
for it, if he has the means. If he thought that he would get as good 
results by applying all his capital and labour to a very small piece, 
he would not pay for any but a very small piece. 

When land that requires no clearing is to be had for nothing, may 
everyone ruses just that quantity which he thinks will give his^“j"^,^"j 
capital and labour the largest return. His cultivation is “ exten- and tiien ’ 
sive,” not “ intensive.” He does not aim at getting many bushels cepi^ignd 
of corn from any one acre, for then he would cultivate only a few 
acres. His purpose is to get as large a total erop as pos.sil)le with give on 
a given expenditure of seed and labour; and therefore he sows as 
many acres as he can manage to bring under a light cultivation, ® 

Of course he may go too far ; he may spread his work over so large rate has 
an area that he would gain by concentrating his capital and labour reached 
on a smaller space ; and under these circumstances if he could get after 
command over more capital and labour so as to apply more to wul 
each acre, the land would give him an Increasing Re turn ; that is, 
an extra return larger in proportion than it gives to his present 
expenditure. But if he has made his calculations rightly, he is 
lusing just so much ground as will give him the highest return; 
and he would lose by concentrating his capital and labour on a 
smaller area. If he had command over more capital and labour 
and were to apply more to his present land, he would gain less than 
he would by taking up more land; he would get a Diminishing 
Return, that is, an extra return smaller m proportion than he gets 
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IV, in, 1 . for tie last applications of capital and labour that he now makes, 
provided of course that t here is meanwhile n o perce ptible im prove- 
ment in his agricultural sldll. As his sons grow up they will have 
mOTe~capital and labour to apply to land; and in order to avoid 
obtaining a diminishing return, they will want to cultivate more 
land. But perhaps by this time all the neighbouring land is already 
taken up, and in order to get more they must buy it or pay a rent 
for the use of it, or migrate ^ere they can get it for nothing.^ 

Were it This tendency to a diminishing return was the cause of Abraham’s 
otherwise parting from Lot,* and of most of the migrations of which history 
farmer tells. And whcrevcr the right to cultivate land is much in request, 
moBt'orhia 103)’ s^re that the tendency to a diminishing return is in full 
rent by operation. AVere it not for this tendency every farmer could save 
ail hia ® nearly the whole of his re nt by giving up all but a small piece of his 
iaJ'our'?oa bestowing all his capital and labour on that. If all the 

small part capital and labour which he would in that case apply to it, gave as 
■ good a return in proportion as that which he now applies to it, he 
would get from that plot as large a produce as he now gets from his 
whole farm ; and he would make a net gain of all his rent save that 
of the little plot that ho retained. 

It may be conceded that the ambition of fanners often leads 
them to take more land than they can properly manage : and indeed 
almost every great authority on agriculture, from Arthur Young 
downwards, has inveighed against this mistake. But when they tell 
a farmer that he would gain by applying his capital and labour to 
a smaller area, they do not necessarily mean that he would get a 
larger gross produce. It is sufficient for their argument that the 
saving in rent would more than counterbalance any probable 
diminution of the total returns that he got from the land. If a 
farmer pays a fourth of his produce as rent, he would gain by con- 
centrating his capital and labour on less land, provided the extra 
capital and labour applied to each acre gave anything more than 
three-fourths as good a return in proportion, as he got from his 
earlier expenditure. 

Improved Again, it may be granted that much land, even in a country as 
Say'm* advanced as England, is so unskilfully cultivated that it could be 
able more made to give more than double its present gross produce if twice 

^ Jncrcasin^ return in the earlier eta^cs arlflca jmrtly from economy of organiza- 
tion, Siimiliir to that whicli gi\c8 an {ulvojitugo to maniifa< turo on a large scale. Hut 
it is also ])nrtly due to the fact that wherv land is very slightly cultivated the farmer’s 
crops uio opt to ho smothered by nature's ciops of \\ccd8. 'J'ho relation between 
Diminishing and Increasing Ketuin is discussed further Jii the last cliapter of tliis 
Book. 

“ *’ Thu land uosnot able to bear them, that they miglit duel! together ; for their 
substance was great, so that they could not dwell together.’* Genesis xiii. 6. 



LAW OF DIMINISHING RETURN 


127 


tte present capital and labour were applied to it skilfully. Very iv, m, 2 . 
likely tliosc are right who maintain that if all English farmers were 
as able, wise aud energetic as the best are, they might profitably labour to 
apply twice the capital and labour that is now applied. Assuming 
rent to be one-fourth of the present produce, they might get seven applied, 
hundredweight of produce for every four that they now get : it is 
conceivable that with still more improved methods they migh t geV 
eight hundredweight, or even mme. But this does not prove that, 
as tilings are, further capital and labour could obtain from land an 
increasing return. The fact remains that, taking farmers as they 
are with the skill and energy which they actually have, we find as 
the result of universal observation that there is not open to them 
a short road to riches by giving up a great part of their land T by 
concentratmg all their capital and labour on the re mainde r, and 
saving for their own pockets the rent of all but~fliat remainder. 

The reason why they cannot do this is told in the law of diminishing 
return ; that return being measured, as has already been said by 
its quantity, not its exchange value. 

IVe may now state distinctly the limitations which were implied 
under the words *' in general ” in our provisional wording of the 
law. The law is a statement of a tendency which may indeed be 
hold in check for a time by improvements in the arts of production 
and by the fitful course of the development of the full powers of the 
soil ; but which must ultimately become irresistible if the demand 
for produce should increase w ithout limit. Our &al statement of 
the tendency may then be divided into two parts, thus 

Although an improvomeut in the arts_of agriculture nmy raise Final 
the rate of return which land generally affords to any given amount 
of capital aud labour ; and although the capital and labour already tonUancy 
applied to any piece of laud may have been so inadequate for the 
development of its full powers, that some further expenditure on it reu>™- 
even with the cxistmg arts of agriculture would give a more than 
])roportiouatc return; yet thc.so conditions are rare in an old 
countiy: and, exccjit wEeh they are present, the application of 
increased capital and labour to land will add a less than proportionate 
amount to the produce raised, unless there be meanwhile an mcrease 
in the skill of the individual cuitiyator. Bccoudly, whatever may 
be the future developments of the arts of agriculture, a continued 
increase in the application of capital and labour to land must 
ultimately result in a diminution of the extra produce which can be 
obtained by a given extra amount of capital and labour. 

§ 2. Abidin g use of a term suggested by James Mill, we may 
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IV, III, 2. regard the capital and labour applied to land as consisting of equal 
A dZToi successive doses.^ As -n-e have seen, the return to the first few doses 
capital and may perhaps be small and a greater number of doses may get a 
labour. larger proportionate return; the re turn to successive doses may 
even in exceptional cases alternately rise an d fall. But our law 
stateslihat sooner or later (it bemg always supposed that there is 
meanwhile no change in the arts of cultivation) a point will be 
reached after which all further doses will obtain a less proportionate 
return than the preceding doses. The dose is always a combined 
dose of labour and capital, whether it is applied by a peasant owner 
working unaided on his own land, or at the charges of a capitalist 
farmer who does no manual labour himself. But in the latter case 
the main body of the outlay presents itself in the form of money ; 
and when discussing the business economy of farming in relation 
to English conditions, it is often convenient to consider the labour 
converted at its market value into a money equivalent, and to speak 
of doses of capital simply, rather than of doses of labour and ci^ital. 
Marginal The dose which only just remunerates the cultivator may be said 
morjiiiai marginal dosCj^ and the return to it the marginal return. 

Tttarn, If there happens to be in the ncighliourhood land that is cultivated 
'mittatiL. but only just pays its expenses, and so gives no surplus for rent, 
we may suppose this dose applied to it. We can then say that the 
dose applied to it is applied to land on the margin of cultivation, and 
this way of speaking has the advantage of simplicity. But it is 
not necessary for the argument to suppose that there is any such 
land : what we want to fix our minds on is the return to the marginal 
dose; whether it happens to be applied to poor land or to rich 
does not matter; aU that is necessary is that it should be the last 
dose which can profitaljTy be' applied to that land.® 

The When we speak of the marginal, or the last ” dose applied to 

marginal land, we do uot mean the last in time, we mean that dose which 

necessarily is on the margin of profitable expenditure; that is, which is ajiplied 
in^timV. Ordinary returns to the capital and labour of 

the cultivator, without affording any surplus. To take a concri'te 
instance, we may suppose a farmer to be thinking of sending the 
hoers over a field once more; and after a httle hesitation he decides 
that it is worth his while, but only just worth his while to do it. 
The dose of capit al and labour spent on doing it, is then the last do.se 
in our present sense, though there are many doses still to be applied 

' Ab to this term sco the Note at the one! of the chapter. 

* Ricardo was well aware of this : though he did not emphasiao it enough. Those 
opponents of hie doetrmo who hove supposed thot it has no applicotion to places 
where all the land pays a rant, have mistaken the nature of his argument. 



THE cultivator’s SURPLUS PRODUCE 


129 


in reaping the crop. Of course the return to this last dose cannot 
be separated from the others; but we ascribe to it all that part of 
the produce which we believe would not have been produced if the 
farmer had decided against the extra hoeing.^ 

Since the return to the dose on the margin of cultivation just 
remunerates the cultivator, it follows that he will be just remunerated 
for the whole of his capital and labour by as many times the marginal 
return as he has applied doses in all. AVhatever he gets in excess of 
this is the surphts produce of the land. "This surplus is retainethby 
the cultivator if he owns the land himself.^ 

It is important to note that this description of the nature of 


* An illustmtion from rcoordod experiments may help to make dearer the notion 
of tho return to a marginal dose of cajiital and labour. The Arkaneas experimental 
station (see The 'Times, 18 Xov. 188D) rcportctl that four plots of an aero each wore 
treated exactly aliko except in tho matter of ploughing and harrowing, with the 
following result : — ■ 


I'lot. 

Cultivation. 

Crop yields, 
bushels per 
aero. 

1 

Ploughed otico 

lU 

2 

Ploughed onco ond harrowed oneo 

ISI 

3 

Ploughed twice ami harrowed one© 

21} 

4 

Ploughed twice and harrowed twice 

23i 


This would show that tho close of capital and labour applied in haiTOwIng a second 
time on 001*0 which had alrou<ly boon ploughed twico gave a return of i{i bushels. 
And if tho value of those bushelH, after allowing for expenses of harvesting, etc. just 
replaced that doso with ])rofit6, thou that dose .was a marginal oije; even though it 
W’os not tho last in point of time, since those spent on imrvesting must needs come 
later. 


Fig. 11. 


Let us sock a graphical illustration. It is to ho remembered that graphical 
illustrations arc not proofs. 'I’licy are merely pictures corresponding very roughly 
to the main conditions of certain real jjroblems. They obtain eieamess of outHno, 
by leaving out of account many considerations wliich \iirj* from ono practical problem 
to another, and of which the farmer must take full account in his own special enso. 
If on any given field there were expended a capital of £o0, a certain amount of produce 
would bo raised from it : a certain amount kirger than tlio former would bo raised if 
there were expended on it a capital of £.51. Tho Uiffertmeo between these two amounts 
may be regarded as the produce due to the Ilfty-Grst pound ; and if we supposo the 
capital to be applied in successive doses of £1 each avo may speak of this dilferenco as 
tho produce due to tho iifty-first dose. Let tho doses bo rejiirscnlcd in order by 
successive equal divisions of tlio lino OD, Let there now l>c | 
drawn from tho division of this line reprehcnting the fifty- A’ I 
first doso M, a lino MT at ritdit angles to 01). in thiekncs.s 
equal to the Icngtli of one of tiio divisions, and such tluit its 
length represents tlio aiuuunt of the protluoi* duo to Iho fifty- 
first dose, tsiqiposu this done for each separate divi.sioii up 
to that corresponding to the last dose which it is found })rofit- 
able to put on tho land. Let this last dose bo the llotli at D, 
and DC tho corresponding return that only just remunorates 
the farmer. Tho extremities of such lines will lie on a curve 
APG. Tlie gross produce will be represented by tlic sum of these linos : 2 . 0 ., since tho 
thicknoss of each line is equal to tho length of tho division on which it stands, hy the 
area ODCA. Lot COH be drawn parallel to DO, cutting TM in 0 ; then MO is equal 
to CD : and sinco DC just rcmuiicratos tho farmer for ono dose, MO will just remunor- 
ate him for anotlior : and so for all tho ]iorUom of the thick vertical lines cut off be- 
tween OD and IIC. Therefore the sum of tlicse, that is, the area ODCH, represents 
the aliaro of tlio produce that is required to romunerato him ; while the remainder, 
AHOVTA , is the surplus produce, which under certain conditions becomes the rent. 


F 


IV, m, 2. 


Sufjihu 

produce. 
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circum- 
stances of 
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The 

elasticity 
of nature’s 
return to 


surplus produce is a theor y of rent : we shall not be ready for 
that till a much, laterstage. All that can be said here, is that this 
surplus produce may, under certain conditions, beemnethe rent which 
the owner of the land can exact from the tenant for its use. But, 
as we shall see hereafter, the full rent of a farm in an old country 
is made up of three elements7~EHe’15.rst being due to the value of 
the soil as it ' wafinade by nature the second to improvements 
mad e in it b y mjm ; and the third, which is often the most i mpo rtant 
of all, to the growth of a dense and rich population, and^ facilities 
ofcommunication by public roads, ra ilroad s, etc. 

It is to be noted also that in an old country it is impossible to 
discover what was the original state of the land before it was first 
cultivated. The results of some of man’s work are for good and 
evil fixed in the land, and cannot be distinguished from those of 
nature’s work : the line of division is blurred, and must be drawn 
more or less arbitrarily. But for most purposes it is best to regard 
the first difficulties of coping with nature as pretty well conquered 
before we begin to reckon the farmer’s cultivation. Thus the 
returns that we count as due to the first doses of capital and labour 
are generally the largest of all, and the tendency of the return to 
diminish shows itself at once. Having English agriculture chiefly 
in view, we may fairly take, as Ricardo did, this as the typical case.* 

§ 3. Lot us next inquire on what depends the rate of diminution 
or of increase of the returns to successive doses of capital and labour. 
We have seen that there are great variations in the share of the 


^ Tliat is, wo may substitute (fig. II) the dotted lino BA' for BA and regarii 
A'BPC as the typical cun’o for tho return to capital and labour applied in English 
agriculture. No doubt crops of wheat and some other annuals cannot bo raised 
at all without some considerable labour. But natural grasses which sow themselves 
will yield a pood return of rough cattle to scarcely any labour. 

It has already been noticed (Book iii. ch. iii. § 1), tho low of diminishing return 
bears a close analogy to tho law of demand. Tho return which land gives to a dose 
of capital and labour may bo regarded as tho prico which land oflors for that dose. 
Laud's return to capital and labour is, so to spook, iicr cilcctivo demand for them : 
her return to any dose is her demand price for that dose, and the list of returns that 
filic wiJ] give to successive doses may thus bo rcganled us licr demand scliedule; 
but to avoid confusion we shall call it her “ Return ychedulc.” Corresponding to 
the case of tho land in tho text is that of a man who may bo willing to [lay a larger 
proportionate price for a paper that would cover tho wholo of tho walls of his room 
than for one that would go only half way ; and then his domand schedule would at 
one stago show an increase and not e diminution of demand price for on increased 
quantity. But in the aggregate demand of many individuals these unevennesses 
destroy one another ; so tliat tho aggregate demand schcdulo of a group of people 
always sliows tho demand price as failing steadily witli every increase in the amount 
olfcrcd. In tlio same w'ay, by grouping together many pieces of land wo might obtain 
a return schedule that would show a constant diminution for every increase of capital 
and labour applied. But it is more cosy to ascertain, and in some ways more impor- 
tant to take note of, the variations of individual demand in tho case of plots of land 
than m tho caso of people. And therefore our typical return schcdulo is not drawn 
out 80 as to show as even and uniform a diminution of return as our typical demand 
schedule docs of domand price. 
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produce which man may claim as the additional result of his own iv, m, s. 
work over what unaided nature would have produced ; and that capital and 
man’s share is much larger with some crops and soils and methods ’■‘‘’9“'' . . 

° 1 ^ 11 1 • ■ • varioawith 

of cultivation than with others. Thus broadly speaking it increases soil and 
as we pass from forest to pasture land, from pasture to arable, and 
from plough land to spade land; and this is because the rate of 
diminution of the return is as a rule greatest in forests, rather less 
in pasture, still less in arable land, and least of all in spade land. 

There is no absolute measure of the richness or fertility of land. The 
Even if there be no change in the arts of production, a mere increase of 
in the demand for produce may invert the order in which two two fields 
adjacent pieces of land rank as regards fertility. The one which S^go 
gives the smaller produce, when both are uncultivated, or when the 
cultivation of both is equally slight, may rise above the other and stances, 
justly rank as the more fertile when both are cultivated with equal 
thoroughness, In other words, many of those lands which are the 
least fertile when cultivation is merely extensive, become among 
the most fertile when cultivation is intensive. Eor instance, self- 
drained pasture land may give a return large in proportion to a very 
slight expenditure of capital and labour, but a rapidly diminishing 
return to further expenditure : as population increases it may 
gradually become profitable to breaF up some of the pasture and 
introduce a mixed cultivation of roots and grains and grasses; and 
then the return to further doses of capital and labour may diminish 
less quickly. 

Other land makc^oor pasturCj^but will give more or le.ss liberal 
returns to a great deal of capital and labour applied in tilling and 
in manuring it ; its returns to the early doses are not very high, but 
they diminish slowly. 

Again, other land is marshy. It may, as did the fens of east 
England, produce little but osiers and wild fowl. Or, as is the case 
in many tropical districts, it may be prolific of vegetation, but so 
shrouded with malaria that it is difficult for man to live there, and 
still more to work there. In such cases the returns to capital and 
labour are at first small, but as drainage progresses, they increase; 
afterwards perhaps they again fall off.i 

* This case may bo ropresentod by iliasmmq. If the produce rises in real value 
in the ratio of OH' to Oil (so tliat the amount rot}uired to remunerate the farmer 
for a dose of capital and labour has fallen from OH to OH'), the surplus produce rises 
only to AH'G', wliieh is nob very muvli greater tlian its old amount AHC, fi^. 12, 
representing tho first ease. The second eiise is represented in 13, where a similar 
change in the price of produce inahos tho new surplus produce AIl'C' about three 
times as large as tho old surplus, AHC ; and the third in fig. U. Tlie earliest doses 
of capital and labour applied to the land give so poor a return, that it would not be 
worth while to apply them uiilosd it were iutcoded bo carry the cultivation further. 
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IV, HI, 3. But when improvements of this kind have once been made, the 
capital invested in the soil cannot be removed; the early history 
of the cultivation is not repented ; and the produce due to further 
applications of capital and labour shows a tendency to diminishing 
return.^ 

Similar though less conspicuous changes may occur on land 
already well cultivated. For instance, without being marshy, it 
may be in need of a little drainage to take off the stagnant water 
from it, and to enable fresh water and air to stream through it. 
Or the subsoil may happen to be naturally richer than the soil at the 
surface ; or again, though not itself rich, it may have just those 
properties in which the surface soil is deficient, and then a thorough 
sptem of deep steam-ploughing may permanently change the 
character of the land. 

Thus we need not suppose that when the return to e-xtra capital 
and labour has begun to diminish, it will always continue to do so. 
Improvements in the arts of production may, it has always been 
understood, raise generally the return which can be got by any 
amount of capital and labour; but this is not what is meant here. 
The point is that, independently of any increase in his knowledge, 
and using only those methods with which he has long been familiar, 
a farmer finding extra capital and labour at his command, may 

But later doses iiive an increasing return which culminates nt P, ond afterwards 
diminishes. If the prieo to bo got for produce is so low tlint an amount Oil" la 
required to remunerate the cultivator for a dose of capital and labour, it will then 
ba only just profitable to cultivate the land. For tlicn cultivation will bo curried ns 
far as D" ; there will bo a deficit on tlio earlier doses represented by tile area W'AE", 
and a surplus on the later doses represented by the area K"PC" i ond as theso two 


Fig- 12- Fig. 13. Fig. U. 



O Do ODD* 0 D* D 0 


nre about equal, the cultivation of the land bo far will only just pay ita way. But if 
llio price of produce riBes till OH is sufficient to remunerate the cultivator for a dose 
of cupitai ond labour, the deficit on the earlier dosca will sink to HAE, and the surplus 
on the later dMca will rise to BPC : the net surplus (the tnio rent in case the land is 
hired out) will bo Iho excess of EFO over HAE, Should tho price liso further till 
on 19 suiriciont to remunerate the cultivator for a dose of capital and labour, this 
net surplus will nse to tho very largo amount represented by tho excess of E'PC* 
over li , 

* In such n cose ns this the earlier doses ore pretty sure to Ijo sunk in tho land : 
and tho actual rent paid, if the land is hired out. will then includo profits on them 
m addition to the surplus produce or tnie rent thus shown. Provision can casilv ba 
made in the diagrams for the returns due to the landlord’s capital. ^ 
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sometimes obtain an increasing return even at a late stage in bis iv, ni, 3. 
cultivation.^ 

It has been rrell said that as the strength of a chain is that of its 
weakest link, so fertility is limited by that element in which it is 
most deficient. Those who are in a hurry, will reject a chain which 
has one or two very weak links, however strong the rest may be : 
and prefer to it a much slighter chain that has no flaw. But if 
there is heavy work to be done, and they have time to make repairs, 
they will set the larger chain in order, and then its strength will 
exceed that of the other. In this we find the explanation of much 
that is apparently .strange in agricultural hi.story. 

The first s ettlers in. a new country generally avoid land which Early 
does not lend itself to immediate cultivation. They are often oft*'"® 
repelled by the very luxuriance of natural vegetation, if it happens nghtiy 
to be of a kind that they do not want. They do not care to plough “ami'* 
land that is at all heavy, however rich it might become if thoroughly 
worked. They will have notliing to do with water-logged land, farmer 
They generally select light land which can easily be worked with a 
double plough, and then they sow their seed broadly, so that the 
plants when they grow up may have plenty of light and air, and 
may collect their food from a wide area. 

IVhen America was first settled, many farming operations that 
arc now done by horse machinery were still done by hand; and 
though now the farmers have a strong preference for flat prairie 
land, free from stumps and stones, where their machines can work 
easily and without risk, they had then no great objection to a hill- 
side. Their crops were light in proportion to their acreage, but 
heavy in proportion to the capital and labour expended in raising 
them. 

IVe cannot then call one piece of land more fertile than another Fertility 
until we know something about the skill and enterprise of its culti- 
vators, and the amount of capital and labour at their disposal ; ijyt rcia- 
and till we know whether the demand for produce is such as to piece and 
make intensive cultivation profitable with the resources at their 
disposal. If it is, those lands will be the most fertile which give the 
highest average returns to a large expenditure of capital and labour; 
but if not, those will be the most fertile which give the best returns 
to the first few doses. The term fertility has no meaning except 

' Of coiiTso Ihb return may diminlsli and tlicn increase ond 
then diminish attain ; niul yot a^nm increase uhen lie is in a 
position to carry out some further extensive change, as was 
roprcBonlod by fig. 11. Hut more extreme instances, of the 
kind ropresentud by fig. 15, arc not \er>’ rare. 
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with reference to the special circumstances of a particular time and 
place. 

But even when so limited there is some uncertainty as to the 
usage of the term. Sometimes attention is directed chiefly to the 
power which land has of giving adequate returns to intensive 
cultivation and so bearing a large total produce per acre; and 
sometimes to its power of yielding a large surplus produce or rent, 
even though its gross produce is not very large ; thus in England 
now rich arable land is very fertile in the former sense, rich meadow 
in the latter. For many purposes it docs not matter which of these 
senses of the term is understood : in the few cases in which it does 
matter, an interpretation clause must be supplied in the context.^ 

§ 4. But further, the order of fertility of different soils is liable 
to be changed by changes in the methods of cultivation and in the 
relative values of different crop.s. Thus when at the end of last 
century Mr. Coke showed how to grow wheat well on light soils by 
preparing the way with clover, they rose relatively to clay soils; 
and now though they arc still sometimes called from old custom 
“ poor,’’ some of them have a higher value, and are really more 
fertile, than much of the land that used to be carefully cultivated 
while they were left in a state of nature. 

Again, the increasing demand in central Europe for wood to be 
u.«ed as fuel and for building purposes, has raised the value of the 
pine-covered mountain slopes relatively to almost every other kind 
of land. But in England this rise has been prevented by the sub- 
stitution of coal for wood as fuel, and of iron for wood as a material 
for shipbuilding, and lastly by Enghxnd's special facilities for 
importing wood. Again, the cultivation of nee and jute often gives 
a very high value to lands that are too much covered with water 
to bear most other crops. And again, since the repeal of the Corn 
Laws the prices of meat and dairy produce have risen in England 
relatively to that of corn. Those arable soils that would grow rich 
forage crops in rotation with corn, rose relatively to the cold clay 
soils : and permanent pasture recovered part of that great fall in 

' If the pneo of produce la such Ihot an amount of it OH (figs. 12, 13, U) is re- 
quired to pnv the cultivator for on© dose of capital ftntl ]a}x>ur, the cultivation will 
he corned os far as D; nnd the pioducc raised, .400^, tmU be greatest m fig. 12, 
next greatest in fig. 13, nnd least in fig. 14. But if the demand for ognLiiltiiral 
produce so rises that OH' is enough to repay the ciiltiAOtor for a dose, the cultivation 

be earned os far as D\ and tlif* produce raised vill be AOV'C'y which is greatest 
m fig 14. next m fig. 13, and least m fig. 12, Xiio contrast would hove been even 
stronger if >\e had considered the 6ur|>lus produce u Inch remains after deducting what 
IS sufiicient to repay the cuUi\ator. and uhich becomes under some conditions the 
rent of tlie land. For this is AHC m figs. 12 and 13 m the first ease and AH'G ' m 
the second ; nhile in fig. 14 it is m the first case tlic excess of AODCPA over ODCH^ 
i.e. the excess of PLV o\er and in the second case the excess of PE'C* over 

AH'E\ 
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value relatively to arable land, which had resulted from the growth rv. m, 4. 
of population.^ 

Independently of any change in the suitability of the prevailing Poorsr 
crops and methods of cultivation for special soils, there is a constant “ ‘Jeiot* e 
tendency towards equality in the value of different soils. In the value 
absence of any special cause to the contrary, the growth of popula- pressure of 
tion and wealth will make the poorer soils gain on the richer. Land popv'»t'oo 
that was at one time entirely neglected is made by much labour to 
raise rich crops; its annual income of light and heat and air, is 
probably as good as those of richer soils ; while its faults can be 
much lessened by labour.® 

As there is no absolute standard for fertility, so there is none of There is no 
good cultivation. The best cultivation in the richest parts of the 
Channel Islands, for instance, involves a lavish expenditure of of Rood 
capital and labour on each acre : for they are near good markets tion. 
and have a monopoly of an equable and early climate. If left to 
nature the land would not be very fertile, for though it has many 
virtues, it has two weak links (being deficient in phosphoric acid and 
potash). But, partly by the aid of the abundant seaweed on its 
shores, these links can be strengthened, and the chain thus becomes 
exceptionally strong. Intense, or as it is ordinarily called in Eng- 
land " good ” cultivation, will thus raise £100 worth of early potatoes 


' Uourrfl {Sir Centuries of II orfe and H’fff/r/J, p. 75) cabulntoe that rich meadow 
hud nljout tho snmo vaUio, cstiniAlrd in grain, five or six ccnturice ago ns it has now; 
but (lint the value of arable lanil, similarly ostimalifl, has increnard about fivefold in 
the some time. 1’his is partly due to the groat importrinrc of Imy at n time wlien 
roots and otlior moclorn kinds of winior food for oattlo wore unknown. 

^ 'I'hus wk' mny coinimro two pioops of land represented in figs. 10 and 17, with 
reganl to wliieh the law of diniinishiuir 


returns acts in a similar way, sn (lint 
their produeo curves Imvc similar 
shapes, hut the fnriner has a luL'her 
fertility tlian the other for all degrees 
ofintiiiMt> of cultivation. 'J’houlue 
of tho land muy generally bo reprcsotit’ 
cd l)y its Huqdiis produce or rent, 
wliieli is in each cn‘‘e iTpresentojl by 
.)//(' ulu’ii Oil is ref|uireil to repay 


KIg. 10. 




Fig. 17. 



c 


1"^ 


) D D 

dose of enpitnl and 1al)Our: and by AIl'C' 
wlieii tlic growtli of iiunilx is and wealth Imvc made Oil' sullleient. It is clear that 
Ali'C in fig. 17 hears a more favourable comparison with AU'C in fig. 10 than dors 
-'1//C'infig. 17 with .l/iC in fig. 10. In the same way, tliough not to tlie simie extent, 
the total proflucc AOD'C' in fig. 17 bears a more favourable c-om]iarison with AOD'G^ 
in fig. 10, than docs AODC in fig. 17 with AODC in fig. 10. (It is ingeniously argued 
in Wiekstoed’a Coordinates of Laws of Distribution, pp. 51, 2 that rent may be negative. 
Of eourso taxes may absorb rent : but land which will not rcw’artl tho plough will 
grow trees or rough grass. See above, fip. 130, i,) 

hcroy IBoaulicu {lUpartUion des Jtickes^s, chap, ir.) has collected several facts 
illustrating Ibis tendency of poor lands to rise in value relatively to rich. He quotes 
tho following figures, showing the rental in frones per heetare (2f acres) of five classes 
of land in so\’eral communes of the Departements dc I’liluro et 'dc TOiso in 1829 and 
1852 rcspoftivcly : — 


Class 1. Class II. ('lass 111. Class IV. Class V. 
A.D. 182fl . . . 5S 48 34 20 8 

A.D. 1852 . . . 8U 78 00 50 40 
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IV, III, 5 . from a single acre. But an equal expenditure per acre by the 
farmer in Western America would ruin him ; relatively to his cir- 
cumstances it would not be good, but bad cultivation. 

Ricardo’s §5. Kicardo’s wording of the law of diminishing return was 
ot’the"iaw mexact. It is however probable that the inaccuracy was due not 
was in- to Careless thinking but only to careless writing. In any case he 
accurate, justified in thinking that these conditions were not 

of great importance in the peculiar circumstances of England at the 
time at which he wrote, and for the special purposes of the particular 
practical problems he had in view. Of course he could not anticipate 
the great series of inventions which were about to open up now 
sources of supply, and, with the aid of free trade, to revolutionize 
English agriculture ; but the agricultural history of England and 
other countries might have led him to lay greater stress on the 
probability of a change.^ 

Ricardo He stated that the first settlers in a new country invariably 
the^riohMt richest lands, and that as population increased, poorer 

lands were and poorer soils were gradually brought under cultivation, speaking 
firstTtitTa carelessly as though there were an absolute standard of fertility, 
is true in \yg hgyg alrcadv seen, where land is free, everyone chooses 

in which bo that wiiich IS bcst adapted for his own purpose, and that which will 
meant it : Considered, the best return for his capital and 

labour. He looks out, therefore, for land that can be cultivated at 
once, and passes by land that has any weak links in the chain of its 
elements of fertility, however strong it may be in some other links. 
But besides having to avoid malaria, he must think of his com- 
munication with his markets and the base of his resources ; and in 
some cases the need for .security against the attacks of enemies and 
wild beasts outweighs all other considerations. It is therefore not 
to be expected that the lands which were first chosen, should turn 
out always to lie those which ultimately come to be regarded as the 
most fertile. Eicardo did not consider this point, and thus laid 
himself open to attacks by Carey and others, which, though for the 
greater part based on a misinterpretation of his position, have yet 
some solid substance in them. 


b'lt it is The fact that, in new countries, soils which an English fanner 
misiimicr- ™ild Tcgard as poor, arc sometimes cultivated before neighbouring 
stood, as It soils ^yhich he w’ould regard as rich, is not inconsistent, as some 


^ As liosphcr flays {Polilical Economy, Scot, i lv.), " In jiulginj:; Ricardo, it must 
not !)c foi'Kotton that it was not Iiis intention to write a text-book on the seicncc of 
Vohticni Keonomy, but only to eommunicato to those versed in it the result of his 
researches in as brief a manner ns possible. Hence he writes so frequently making 
certain assumptions, and his w'ords are to bo extended to otlier cases only after duo 
consideration, or rather rc-written to suit the changed case.” 
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foreign writers have supposed, with the general tenor of Ricardo’s 
doctrines. Its practical importance is in relation to the conditions 
under which the growth of population tends to cause increased 
pressure on the means of subsistence : it shifts the centre of interest 
from the mere amount of the farmer’s produce to its exchange value 
in terms of the things which the industrial population in his neigh- 
bourhood will offer for it.^ 

§ 6. Ricardo, and the economists of his time generally were too 
hasty in deducing this inference from the law of diminishing return ; 
and they did not allow enough for the increase of strength that comes 
from organization. But in fact every farmer is aided by the presence 
of neighbours whether agriculturists or townspeople.® Even if 
most of them are engaged like him.self in agriculture, they gradually 
supply him with good roads, and other means of communication : 
they give him a market in which he can buy at reasonable terms 
what he wants, necessaries, comforts and luxuries for himself and 
his family, and all the various requisites for his farm work ; they 
surround him with knowledge : medical aid, instruction and amuse- 
ment are brought to his door; his mind becomes wider, and his 
efficiency is in many ways increased. And if the neighbouring 
market town expands into a large industrial centre, his gain is 
much greater. All his produce is worth more ; some things which he 
used to throw away fetch a good price. He finds new openings in 
dairy farming and market gardening, and with a larger range of 
produce he makes use of rotations that keep his land always active 
without denuding it of any one of the elements that are necessary for 
its fertility. 

‘ Cnrey claim}* to have proved timt in every quarter of tlic world cultivation 
has ('omineneed on tlic sides of the lulls where tlio soil was poorest, and where the 
natural advantages of situation were the least. With tho growth of wealth and 
population, men have been seen descending from ilio high lands bounding the valley 
on either side, and coming together at Us feet.*’ {PrineipUa of Social Sciencct chap. 
IV. §4.) Ho has even argued that whenever a thickly peopled country is laid 
waste, '* whenever population, wealth, and the power of association decline, it is tlie 
rich soil that is nlKincloncd by men wlio fly again to the poor ones ’* (26. ch. v, § 3); 
the rich soils being rendered dillicult and dangerous by the rapi«l growth of jungles 
w’liieh harbour wild beasts and banditti* and pcrlmps by malaria. Tho experience 
of more recent settlers in South Africa nn*l cisewheir docs not however generally 
support his conclusions, wliich aro indeed based largely on facts relating to warm 
countries. But much of the apparent attractiveness of tropical countries is deluaivo : 
they would give a very rich return to hard work ; but hard work in them is impossible 
at present, though some change in this rosj^eet may bo made by the progress of medical 
and especially bacteriological science. A cool refreshing breese is as much a necessary 
of vigorous life as food itsolf. Land that offers plenty of food but whose climate 
destroys energy, is not more productive of the raw material of human wellbeing, than 
land that supplies less food but has an invigorating climate. 

The late Duke of Argyll described the influence of insecurity and poverty in com* 
polling the cultivation of the hills before that of tho valleys of the Highlands was 
feasible, jScofland as if is and was. II. 74, 5. 

* In a now country an important form of this assistonco is to onablo him to venture on 
rich land that he would have otherwiso shunned* through foar of enemies or of malaria. 
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Further, as we shall see later on, an increase of population tends 
to develop the organization of trade and industry; and therefore 
the law of diTninishin g return does not apply to the total capital and 
labour spent in a district as sharply as to that on a single farm. 
Even when cultivation has reached a stage after which each suc- 
cessive dose applied to a field would get a less return than the 
preceding dose, it may be possible for an increase in the population 
to cause a more than proportional increase in the means of sub- 
sistence. It is true that the evil day is only deferred : but it is 
deferred. The growth of population, if not checked by other causes, 
must ultimately be checked by the difficulty of obtaining raw pro- 
duce ; but in spite of the law of diminishing return, the pressure of 
population on the means of subsistence may be restrained for a long 
time to come by the opening up of new fields of supply, by the 
cheapening of railway and steamship communication, and by the 
growth of organization and knowledge. 

Against this must be set the growing difficulty of getting fresh 
air and light, and in some cases fresh water, in densely peopled 
places. The natural beauties of a place of fashionable resort have 
a direct money value which cannot be overlooked ; but it requires 
some effort to realize the true value to men, women and children of 
being able to stroll amid beautiful and varied scenery. 

§ 7. As has already been said the land in economic phrase in- 
cludes rivers and the sea. In liver-fisbcTics, the extra return to 
additional applications of capital and labour shows a rapid diminu- 
tion. As to the sea, opinions differ. Its volume is vast, and fish 
are very prolific ; and some think that a practically unlimited supply 
can be drawn from the sea by man without appreciably affecting 
the numbers that remain there ; or in other words, that the law of 
diminishing return scarcely applies at all to sea-fisheries ; while 
others think that experience shows a falling-off in the productiveness 
of those fi.shcries that have been vigorously worked, especially by 
steam trawlers. The question is important, for the future popula- 
tion of the world will be appreciably affected as regards both quantity 
and quality, by the available supply of fish. 

The produce of mines again, among which may be reckoned 
quarries and brickfields, is said to conform to the law of diminishing 
return : but this statement is misleading. It is true that we find 
continually increasing difSculty in obtaining a further supply of 
minerals, except in so far as we obtain increased power over nature’s 
stores through improvements in the arts of mining, and through 
better knowledge of the contents of the earth’s crust; and there is 
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no doubt that, other things being equal, the c ontin ued appli cati on iv, ni. 7. 
of capital and labour to mines will result in a_diminishingj:ate of 
yield. ' But this yield is not a net yield, like the return of which we 
speak in the law of diminishing return. That return is part of a 
constantly recurring income, while the produce of mines is merely a 
giving up of their stored-up treasures. The produce of the field 
is something other than the soil; for the field, properly cultivated, 
retains its fertility. But the produce of the mine is part of the mine 
itself. ^ 

^ To put the same thing in another way, the supply of agricultural 
produce and of fish is a perennial stream; mines are'asl? were 
nature’s reserTOir. The more nearly aTeservoir is exhausted, the 
greater is the labour of pumping from it ; but if one man could pump 
it out in ten daySj^ten men could pump it out in one day ; and when 
once empty, it would yield no more. So the mines that are being 
opened this 5'ear might just as easily have been opened many years 
ago : if the plans had been properly laid in advance, and the requisite 
specialized capital and skill got ready for the work, ten years’ 
supply of coal might have been raised in one year without any 
increased difficulty ; and when a vein had once given up its treasure, 
it could produce no more. This difference is illustrated by the fact 
that the rent of a mine is calculated on a different principle from 
that of a farm. The farmer contracts to give back the land as rich 
as he found it ; a mining company cannot do this ; and while the 
farmer's rent is reckoned by the year, mining rent consists chiefly 
of “ royalties ” which are levied in proportion to the stores that are 
taken out of nature’s storehouse.^ 

On the other hand, services which land renders to man, in giving But 
him space and light and air in which to live and work, do conform 
strictly to the law of diminishing return. It is advantageous to gi'e a ^ 
apply a constantly increasing capital to land that has any special ing rotum 
advantages of situation, natural or acquired. Buildings tower up 
towards the sky ; natural light and ventilation are supplemented by us in- 
artificial means, and the steam lift reduces the disadvantages of the capital is 
highest floors ; and for this expenditure there is a return of extra '‘• 

convenience, but it is a diminishing return. However great the 
ground rent may be, a limit is at last reached after which it is better 

* As Ricartlo srtys {Pfinciplea, chap, ii.) : “ The compensation given (by the lossco) 

(or the mine or quarry is paid for the value of the coal or stono which can be removed 
from thorn, and has no connection witli the original or indcstructiblo powers of the 
land.” But both ho and others seem sometimes to lose sight of theso distinctions in 
discussing tho law of diminishing return in its application to mines. Especially is 
this the case in Bicordo's criticism of Adam Smith's theory of rent {Principles, chap. 

XXIV,). 
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IV, III, 8. to pay more ground rent for a larger area than to go on piling up 
storey on storey any further; just as the farmer finds that at last a 
stage is reached at which more intensive cultivation will not pay its 
expenses, and it is better to pay more rent for extra land , than to 
face the diminution in the^eturn which he would get hy_aj3plying 
more capital 'alidlabdur to his old land.^ From this it results that 
the theory of ground rents is substantially the same as that of farm 
rents. This and similar facts will presently enable us to simplify 
and extend the theory of value as gis'en by Eicardo and Mill. 

The And what is true of building land is true of many other things. 

If a manufacturer has, say, three planing machines there is_aj;ertain 
notions of aiiiount of woi'k wliicli he can get out of them easily. If he wants 
fng rTurn to gct Diore worlf'from them he must laboriously economize every 
{(Jit minute of their time during the ordinary hours, and perhaps work 
shadowed, overtime. Thus after they arc once well employed, every successive 
application of effort to them bring him a diminishing return. At last 
the net return is so small that he finds it cheaper to buy a fourth 
machine than to force so much work out of his old machi.ues : just 
as a farmer who has already cultivated his land highly finds it 
cheaper to take in more land than to force more produce from his 
present land. Indeed there arc points of view from which the 
income derived from machinery partakes of the nature of rent : as 
will be .shown in Book V. 

?fbTE ox THE Law of Dimixlshixg Return. 

The § 8. TIic C'la.>tic'ity of the notion of diminishing rcluru cannot be fully 

elasticity considered here : for it is but an imixirtant detail of that large general problem 
of the of the econoinie distriljiilion of resources in the investment of capital, whieh 
di°mmis.h^ is the jiivot of the main argument of Book V and indeed of a great part of 
ing return " liole Volume. But a few words about it seem nou to be called for 
furtlicr iu tills place, lieeau.'.c imieh stress has recently been laid on it under the 
considered, able and siiasestive leadership of Brofes.sor Carver.* 

If a manufaeturcr exjiends an inapj)iti|iriaU'ly largo amount of his rc.sources 
on maehinery, so that a eonsidcrable part of it is habitually idle ; or on build- 
ings, so tliat a con.siderablc part of bis .siiaoe is not well filled; nr on Ills offiec 
staff, so that ho has to employ some of them on work that it is not worth what 
it coots; llien his exee.ssive exiicndituro in that jiarticular direction will 
not he as remunerative as Ins previous expenditure had been ; and it may be 

^ Of course tlie return to capital Bjicnt in building increases for the earlier dosoa. 
Even whero land can ho hod for almost nothing, it is clicaper to build houses two 
storiea high than one ; and hitherto it has been tliouglit ehenpest to build factories 
about four stoiles high. Hut a lielief is growing up in America, tliat where land is 
not very ile.ir fuetnrirs should he only two stories high, partly in order to avoid tlio 
ovil clleets of vihiiition, ond of the expcusivo foundations and walls required to 
pros ent it in a high hiiilding : that is, it is found that tlie return of accommodation 
diminishes pereeptilily after tlio capital and labour required to raise two stories havo 
been spent on the land, 

‘ Sco also tho writings of Professors Bullock ond L.indry. 
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said to yield him a “ diminibhing letum ” But this use of the phiise, though ly in 8 

stnotly coneot, is apt to mislead unless used with caution Foi when the 

tendency to a diminishing leturn fiom mcieased laboui and capital applied 
to land IS rcgaidcd as a special instance of the gcncril tendcnei to diniimshing 
return flora any agent of production, applied in evcssiit piopoition to the 
other agents, one is apt to take it foi giantcd that the supply of the other 
factors can be increased lhat is to say, one is apt to deny the existence of 
that condition — the fixedness of the uholc stock of ciiltu iblc land in an old 
country — uhich Mas the mini found ition of those gii at ehssical discussions 
of the laM of diminishing ictuin, mIucIij ic hive just been coiisidciing E\en 
the mdividiial fiimei may notTrt«a\ite able to get an addition il ten or fifty 
acies adjoining his omii fiiin, just Mhcn he Mants t hem^-sayc at a piohibitiie 
price And in that lespcct hnd diftcis f rom most o thei np nU -eif^mirliif tinn 
even from the individual point of xieu Ihis difFcitncc may indeed be re 
gaided as of httlc -account inTegaid to the mdi\idinl faimer But from the 
social point of xiew, from the point of view of the folloMmg chapteis on 
population it IS vital Let us look into this 

In eserv phase of any bianch of production thcie is some distiibiition of \ di 
resouices betMcen various cxpendituics mIucIi yields y bettci lesult thin any mimshmg 
other The ablei the man in control of any business, the neaici he uill"^*'''™ 
ipproacli to the ideally pcifnt distiibution just as the ablci the pnimtiyo 
housewife in (ontiol of a fimily s stock of wool, the ncaici she will ajipioaeh f,oni du 
to an ideal distiibution of wool between the diffcicnt needs of the fiinily ^ mnppio 
If his business extends hi will ixleiid liis usis of eith ict/iiiMli of piodiic I “ste 
tion in due projoition, but not, is has sometimes been said, piojioitioiutily , 
for instance the propoilion of raanuil woik to madiini woik wliieh would appliances 
be appiopuate in a small fmnitiire fictoiv wo ild not be appiopiiatc in a hue for pro 
one If he mikes the best possible ippoitionmcnt of his iisoiiices, ho gets iluetion 
the gieatest (nnigmil) ictiiin from each apjiliince of production of which 
his business is capable If he uses too inuth of iny one he gets a diminishing 
Ktuiii from it, bc< ause the otheis are not able to link it up piopeili ibid 
this diminishing icluin is analocous to tint whidi i f 11 nit 1 obti ns, when he 
iiiltiyates hnd so intcnsiydy tint he obtuiis i diinim-.hiiig utuin from it 
If the fumci c in got 11101c hnd itthesimc lent is he his jii id leu tin old lie 
will tike moic land, 01 else lie oi«n to the miinit ilu 11 of be in, 1 bid busiiuss 
man and this illustntcs the fill tint hnd fioin the jjoiiit of new of the 
mdiyidual cultiiatoi is siinjilv one foim of i ipil il 

But when the oldei economists spoke of the Liw of Dimimslmig Return But tlio 
they wcio looking at the problems of agiiiiiHuie not only from the point of imlional 
iieiv of the indiiidual cultiiator but also from that of the iiition as a uhulc “l-[‘ 

>iOW if the nation as a uliole finds its stock of jihmiig nncliinis oi ploughs 
inappiopintcly luge 01 iiiapjiropmtily smiU it cm iiilistiibutc its iisouues jcoplcd^ 
It can obtain more of that in whiih it is dcheient while gi uluilly lessening ountiv 
its stock of such things as iii sujk i ibund int bill it caiiiint do that iii icjnid isdomi 
to land it cm ciiltivite its luid moie inteiisiiily hut it i miiot get uu by 
inoic And for thit icisoii the oldci ceoninmsts lulith insisted Hut from 
the social point of view, hnd is not on exactly the sinic footing as those imple uf 
ments of production which man can incieasc without hunt 

^ In tins be will miLe lurpe use of wlmt is eilUd below tbo Siibblitution of 
moro for loss uppiopimtc nieiiis Diseiissioiis I aim diuelK on tins j iua,i i] b 
will be found in If 1 e 1 — i i\ mi 8 and siii . \ 111 J 11 1—4 i b — 8 , 

\ in 1— ) x J y r I 7 and ii j 

Ibe tcnliiieies of dimiiiisbiii, utility iind of dinuiiisl 111 leliim baeo tboii loots, 
tlic ono in C|uab 11 s of buinim 11 itmi the otbii in tl 1 1 1 1 1 u tUoiidUions of mdustiy 
Hut tbo distiibi Uous of icsoiiius to wbuli tliiy ] oml 1111 coyiimd bj oxn tly 
similai laws Inmutbemnli il pbi ts( the piobbms in niniima uid mmiina to wbuh 
they give use uie espiesseil by the suinc „eiai il eeiiiutions us may bo seen by lelei 
inco to Matbunatieal Note XI\ 
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No doubt in a new oountrj’ where there is an abundance of rich land not 
yet brought under cultivation, this fixedness of the total stock of land is not 
operative. American economists often speak of the value, or rent, of land as 
varying with the land’s distance from good markets, rather than with its 
fertility; becaii-se even now there is a great deal of rich land in their country 
which is not fully cultivated. And in like mamicr they lay but little stress 
on the fact that the diminishing return to labour and capital in general applied 
to the land by discreet farmers, in such a country as England, is not exactly 
on the same footing as the diminishing return to an inappropriate investment 
of their resources by indiscreet farmers or manufacturers in a disproportion- 
ately large number of ploughs or planing machines. 

it is true that when the tendency to diminishing return is generalized, the 
return is apt to be expressed in terms of value, and not of quantity. It must 
however be conceded that the older method of measuring return in terms of 
quantity often jostled against the difficulty of rightly interpreting a dose of 
labour and capital without the aid of a money measure : and that, though 
helpful for a broad preliminary survey, it cannot be carried very fer. 

But even the recourse to money fails us, if we want to bring to a common 
standard the productiveness of lands in distant times or places; and we must 
then fall back on rough, and more or less arbitrary modes of measurement, 
which make no aim at numerical precision, but will yet suffice for the broader 
purjioaea of history. We have to take account of the facts that there are great 
variations in the relative amounts of labour and capital in a dose : and that 
interest on capital is generally a much less important item in backward than 
in advanced .stages of agriculture, in spite of the fact that the rate of interest 
is gcncv.dly much lower in the tatter. For most purposes it is probably best 
to take as a common standard a day’s unskilled labour of given efficiency : 
we thus regard the dose as made up of so much labour of different kinds, and 
such charges for the use and replacement of capital, as will together make up 
the value of, say, ten days’ such labour; the relative proportions of these 
elements and their scveral values in tenns of such labour being fixed according 
to the special circumstances of each problem.' 

A similar difficulty is found in comparing the returns obtained by labour 
and capital applied under diflerent circumstances. So long as the crops are 
of the same kind, the quantity of one return can be measured off against tliat 
of another : but, when they are of different kinds, they cannot be compared 
till they are reduced to a common measure of value. When, for instance, it 
is said that land would give better returns to the capital and labour expended 
on it with one crop or rotation of crops than with another, the statement must 
be under.',tood to hold only the basis of the prices at the time. In such a case 
we must take the whole period of rotation together, assuming the land to bo 
in the same condition at the beginning and the end of the rotation; and 
counting on the one hand all the labour and eapital applied during the whole 
period, and on the other the aggregate returns of all the crops. 

It must be remembered that the return due to a dose of labour and capital 
is not here taken to include tlio value of the capital it.sclf. For instance, if 
part of the capital on a farm consists of two-ycar-old oxen, then the returns 
to a year’s labour and capital will include not the full weight of these oxen 
at the end of the year, but only the addition that has been made to it during 
the year. Again, when a farmer is said to work with a capital of £10 to the 
acre, this includes the value of everything that he has on the farm; but the 
total volume of the doses of labour and capital applied to a farm during, say, 
a year, docs not include the whole value of the fixed capital, such as machinery 
and horses, but only the value of their use after allow ing for interest, deproeia- 

’ Tlic laljour-part of the dose is of course current agricultural labour ; tho capital- 
part Is Itself also tUo product of laliour in past limes rendered by workers of many 
liirula arvl degrees, aeeompanred by ** waiting." 



NOTE ON THE LAW OF DIMINISHING BETDRN 143 

tion and repairs; though it does include the whole value of the circulating jy g 
capital, such as seed. 1 

The above is the method of measuring capital generally adopted, and it is 
to be taken for granted if nothing is said to the contrary ; but another method 
is more suitable occasionally. Sometimes it is convenient to speak as though 
all the capital appUed uerc circulating capital applied at the beginning of the 
year or during it : and in that case everything that is on the farm at the end 
of the year is part of the produce. Thus, young eattlc are regarded as a sort 
of raw material which is worked up in the course of time into fat cattle ready 
for the butcher. The farm implements may even be treated in the same way, 
their value at the beginning of the year being talcen as so much circulating 
capital applied to the farm, and at the end of the j-ear as so much produce. 

This plan enables us to avoid a good deal of repetition of conditioning clauses 
as to depreciation, etc., and to save the use of words in many ways. It is 
often the best plan for general rcasoninga of an abstract character, particularly 
if they are expressed in a mathematical form. 

The law of diminishing return must have occupied thoughtful men in every 
densely peopled country. It was first stated clearly by Turgot (fflitrres, 
ed. Daire, I. pp. 420, 1), as Prof. Cannan has shown; and its chief applications 
were developed by Ricardo. 



CHAPTER IV 

THE GROWTH OF POPULATION 


IV, IV, 1. § !• The production of wealth is but a means to the sustenance 

Jon of man; to the satisfaction of his wants ; and to the development 
an^ pro- '* of his activities, physical, mental, and moral. But man himself 
auction, 'g means of the production of that wealth of which he is 

the ultimate aim ; ^ and this and the two following chapters will 
be given to some study of the supply of labour ; i.e. of the growth 
of population in numbers, in strength, in knowledge, and in character. 
tjjb In the animal and vegetable world the growth of numbers is 


Ebcrf governed by the tendency of individuals to propagate their species 
among On the One hand, and on the other hand by the struggle for life which 
go™med* young before they arrive at maturity. In the human 

by present race alonc the conflict of these two opposing forces is complicated by 
morig**™' other influences. On the one hand regard for the future induces 
X" ted bv individuals to control their natural impulses ; sometimes with 
traditions' the pui'posc of wocthily discharging their duties as parents ; some- 
mst and times, as for instance at Rome under the Empire, for mean motives. 
oTthr^* And on the other hand society exercises pressure on the individual 
future, by religious, moral and legal sanctions, sometimes with the object 
of quickening, and sometimes with that of retarding, the growth of 
population. 

The pro- The study of the growth of population is often spoken of as 
po^iiation ® modern one. But in a more or less vague form it 

are older has occupied the attention of thoughtful men in all ages of the 
zatioa!"*' "'oHd. To its influence, often unavowed, sometimes not even 
clearly recognized, we can trace a great part of the rules, customs 
and ceremonies that have been enjoined in the Eastern and Western 
world by law-givers, by moralists, and those nameless thinkers, 
whose far-seeing wisdom has left its impress on national habits. 
Among vigorous races, and in times of great military conflict, they 
aimed at increasing the supply of males capable of bearing arms ; and 
in the higher stages of progress they have inculcated a great respect 
for the sanctity of human life; but in the lower stages, they have 
encouraged and even compelled the ruthless slaughter of the infirm 


‘ See IV. I. i. 
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and the aged, and sometimes of a certain proportion of the female iv, iv. i. 
children. 

In ancient Greece and Rome, with the safety-valve of the power Fiuctua- 
of planting colonies, and in the presence of constant war, an increase opinion 
in the number of citizens was regarded as a source of public strength ; 
and marriage was encouraged by public opinion, and in many cases mcnt of 
even by legislation : though thoughtful men were even then aware fomfiies. 
that action in the contrary sense might be necessary if the responsi- 
bilities of parentage should ever cease to be burdensome.^ In later 
times there may be observed, as Roscher says,® a regular ebb and 
flow of the opinion that the State should encourage the growth of 
numbers. It was in full flow in England under the first two Tudors, 
but in the course of the sixteenth century it slackened and turned ; 
and it began to ebb, when the abolition of the celibacy of the religious 
orders, and the more settled state of the country had had time to 
give a perceptible impetus to population; the effective demand for 
labour having meanwhile been diminished by the increase of sheep 
runs, and by the collapse of that part of the industrial system which 
had been organized by the monastic establishments. Later on the 
gi'owth of population was checked by that rise in the standard of 
comfort which took effect in the general adoption of wheat as the 
staple food of Englishmen during the first half of the eighteenth 
century. At that time there were even fears, which later inquiries 
showed to be unfounded, that the population was actually diminish- 
ing. Petty ^ had forestalled some of Carey’s and Wakefield’s 
arguments as to the advantages of a dense jiopulation. Child had 
argued that “ whatever tends to the depopulating of a country tends 
to the impoverishment of it ” ; and that most nations in the 
civilized parts of the world are more or less rich or poor proportion- 
ably to the paucity or plenty of their people, and not to the sterility 
or fruitfulness of their land.” * And by the time that the world- 
struggle with France had attained its height, ^s'hen the demands for 

^ Thus Aiistollo (iV/ftVtf, ii. G) objects to Plato's scheme for cciimlizing property 
and abolisliin^ jicvcrty on the ground that it would bo unworkablo unless the State 
excrci&ed a linn control o%cr ilio growth of uumbeia. And as Jowett points out, 

Plato himself \\a8 awaro of this (seo Xatce, v. 740 : also Aristotle, l^oUlicn, vii. IG). 

Tlio opinion formerly held that tho popoiation of Urcceo doclinod from the seventh 
century B.c., and that of Rome from the third, has recently been called in question, 
see “ Die Bevolkerung dos Altortums ” by Edouard Bleyor in the Handworterbuch der 
Staaiawiasenachaften. 

^ Political Economy, § ^ j4. 

• He argues that Holland is richer thon it appears to be relatively to Franco, 
because its people have oceess to many advantages that cannot be had by those 
who live on poorer land, aiul aro tliorcfore more scattered. “Rich land is better 
than coarao land of the same Rent." Political A rithmetick, ch. i. 

* Discouraca on Trade, eli. x. Harris, Essay on Coins, pp. 33< 3, argues to a 
similar elTect, and proposes to “ cncourago matrimony among thO lower classes by 
giving some privileges to those who have children," etc. 
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more and more troops were ever growing, and when manufacturers 
were wanting more men for their new machinery ; the bias of the 
ruling classes was strongly flowing in favour of an increase of 
population. So far did this movement of opinion reach that in 
1796 Pitt declared that a man who had enriched his country with a 
number of children had a claim on its assistance. An Act, passed 
amid the military anxieties of 1806, which granted exemptions from 
taxes to the fathers of more than two children born in wedlock, was 
repealed as soon as Napoleon had been safely lodged in St. Helena.^ 

§ 2. But during all this time there had been a growing feeling 
among those who thought most seriously on social problems, that 
an inordinate increase of numbers, whether it strengthened the 
State or not, must necessarily cause groat misery : and that the 
rulers of the State had no right to subordinate individual happiness 
to the aggrandizement of the State. In France in particular a 
reaction was caused, as we have seen, by the C 3 mical selfishness with 
which the Court and its adherents sacrificed the wellbeing of the 
people for the sake of their own luxury and military glory. If the 
humane sympathies of the Physiocrats had been able to overcome 
the frivolity and harshness of the privileged classes of France, the 
eighteenth century would probably not have endeil in tumult mid 
bloodshed, the march of freedom in England w'ould not have been 
arrested, and the dial of progress would have been more forward 
than it is by the space of at least a generation. As it was, but little 
attention was paid to Quesnay’s guarded but forcible protest : — 
“ one should aim less at augmenting the population than at increas- 
ing the national income, for the condition of greater comfort which 
is derived from a good income, is preferable to that in which a popula- 
tion exceeds its income and is ever in urgent need of the means of 
subsistence.” “ 

' “ Lot U6,” Bail! ritt, “ make rc*Iicf, in onses wlicro there are a larf^o number of 
children, a matter of right and an honour, insteud of ii ground for opprohrLiim and 
contempt. This will make a large family n bloHsing and not a curse, and this will 
draw a proper line of distinction between those who arc able to provide fur tlu*insj'lvcs 
by labour, and those who after having iiiiiched their country with a numbcT of 
children have a cloim on its aBsistanre for their .support.” Of course he desired to 
discourage relief where it was not wanted.” Na):uIcon the i^irst had oiTered to toko 
under hig own charge one member of any family which contained seven male children ; 
and Louis XIV., his predecessor in tlio slaughter of men, had exempted from public 
taxes all those who married before the age of 20 or iiad more than ten legitiinulo 
children A comparison of the rapid incrca.se in tho population of Oermany w ith 
that of l^ranee was a chief motive of tho order of the Prcneli Chamber in iy85 that 
education and board should be provided at Ihe ])ublic expciiso for every seventh 
child in necessitous families ; and in 1913 u law wus passeil giving bountiis under 
certain conditions to parents of largo families. 'J'ho iiritiBh Budget Bill of 1009 
allowed a small abatement of income tax for lathers of families. 

“ The Physioeratic doctrine with regai-d to the tendency of population to increase 
up to llio margin of subsistence may be given in Turgot’s words : — tho employer 
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Adam Smith said but little on the question of population, for iv, iv. 2. 
indeed he wrote at one of the culminating points of the prosperity 
of the English working classes ; but what he does say is wise and Smith, 
well balanced and modern in tone. Accepting the physiocratic 
doctrine as his basis, he corrected it by insisting that the necessaries 
of life are not a fixed and determined quantity, but have varied 
much from place to place and time to time; and may vary 
more.^ But he did not work out this hint fully. And there was 
nothing to lead him to anticipate the second great limitation 
of the Physiocratic doctrine, which has been made prominent 
in our time by the carriage of wheat from the centre of America to 
Liverpool for less than what had been the cost of its carriage across 
England. 

The eighteenth century wore on to its close and the next century I'ho 
began ; year by year the condition of the working classes in England 
became more gloomy. An astonishing scries of bad harvests,® a ondou 
most exhausting war,® and a change in the methods of industry that “neteenth 
dislocated old tics, combined with an injudicious poor law to bring 
the working classes into the greatest misery they have ever suffered, 
at all events since the beginning of trustworthy records of English 
social history.* And to crown all, well-meaning enthusiasts, chiefly 
under French influence, wore proposing communistic schemes which 


sinoo ho always Ims his choice of a groat numbor of working men, will choose that 
ono who will work most cheaply. Thus then tho workers aro compelled by mutual 
competition to lower their price ; and wdth regard to every kind of labour the result is 
bound to bo rcnuhod-<--and it is rcachetl as a matter of fact — that tho wages of tlio 
worker aro limited to that whicli is necessary to j)roeui’c his subsistence.” (<S'wr la 
Jonmtioii et la diulribiUion dea Hcliejtsrcs, § vi.) 

Similarly Sir James Stcuurt says (Inquiry, Bk. i. ch. iii.), ” The generative faculty 
rcBcmblcB a spring loaded with a weight, which always exerts itself in proportion to 
the diminution of resistance : when food has remaincvl some timo without augmenta* 
tion or diminution, generation will cnriy numboi's as h^di as possible ; if then food 
comes to bo diminished the spring is overpower^ ; tho force of it becomes less than 
nothing, inhabitants will diminish at least in proportion to the overcharge. If, on 
the otlior hand, food bo increased, tho spring wluch stood at 0, will begin to exert 
itself in proportion as tho rcsistanco diminishos; people will begin to be better fed; 
tlicy will multiply, and in proportion as they increase in numbers tho food will become 
scarce again.” Sir James Ktcuart was much under llie infliiciico of tho Physiocrats, 
and was indeed in some respects imbued wdih Contincntul rather than Kuglish notions 
of government : and his nrtiliciu) Ki'homos for regulating population seem very far 
off from us now. See his Inquiry, Bk. i. ch. xii.. 0/ /Jk} {/real advatifaye uj comhinvig 
a well-digeeted Theory and a perfect Knoteledge of Facte with the Fracihxd Part of Govern- 
ment in order to make a People multiply** 

' See Wealth of ^lationa, Bk. i. eh. viiT. and Bk. v. ch. u. Soo also supra, Bk. ii. 
ch. IV. 

‘ The average price of wheat in the dccodo 1771-1780 in which Adam Smith 
wrote was 34s. 7d. ; in 1781-1790 it was 37s. Id.; in 1791-1800 it was C3s. 6d. ; 
in 18U1-1810 it was 83s. lid.; and in 1811-1820 it was 87s. Od. 

* Early in tho last century tlio Imjicriai taxes — for tlio groator part war taxes — 
amounted to onc-dfth of the whole incoino of tho country : whereas now they arc not 
much more than a twentieth, and even of this a great part is spent on education and 
other benciiia which Govermnent did not then ntiord. 

* t )00 below § 7 and above Bk. i. ch. iii. d, 0. 
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would enable people to throw on society the whole responsibility for 
rearing their children.^ 

Thus while the recruiting sergeant and the employer of labour 
were calling for measures tending to increase the growth of popula- 
tion, more far-seeing men began to inquire whether the race could 
escape degradation if the numbers continued long to increase as they 
were then doing. Of these inquirers the chief was Malthus, and his 
Essay on the Principle of Population is the starting-point of all modern 
speculations on the subject. 

§ 3. Malthus’ reasoning consists of three parts, which must be 
kept distinct. The first relates to the supply of la bour. By a care- 
ful study of facts he proves that every people, of whose history we 
have a trustworthy record, has been so prolific that the growth of 
its numbers would have been rapid and continuous if it had not 
been checked either by a scarcity of the necessaries of life, or some 
other cause, that is, by disease, by war, by infanticide, or lastly by 
voluntary restraint. 

His second position relates to the dem and for labour. Like the 
first it is supported by facts, but by a different set of facts. He 
shows that up to the time at which ho wrote no country (as distin- 
guished from a city, such as Rome or Venice) had been able to obtain 
an abundant supply of the necessaries of life after its territory had 
become very thickly peopled. The produce wliicli Nature returns 
to the work of man is her eftective demand for population : and he 
shows that up to this time a rapid increase in population wdieu 
already thick had not led to a proportionate increase in this 
demand.^ 

Thirdly, he draws the conclusion that ujiat had been in the past, 
was likely t o be in the futura; and that the growth of population 
would be chocked by poverty or some other cause of suffering unless 
it were checked by voluntary restraint. He therefore urges people 


^ Especially Godwin in his Itufuiry ctmcemhvi PuUlirnl Justke (17D2). It is in- 
teresting to conijiara Mallhus' criticism of this Essay (Bk. lii. eh. ii.) witli Ai’istotlc’s 
commoiita on IMalo’s Republic (see especially Politics, ii. (i). 

But many of his critics suppose liim to Imvo stated Ills position much less un- 
reservedly than he did ; they have forgotten such passages as this : — “ Eroin a 
rviview of the state of society in formor pcriotls compfired with tlio present I should 
certainly say that the evils resulting from the principle of population have rather 
diniiuiahed than increased, oven under the disatl vantage of an almost total ignoraive 
of their real cause. And if wo cou indulge the hope tliat tliis ignorance will bo grarlii- 
uily dissipateit, it docs not seem unrcosoimblo to hope that they will bo still further 
diminished. The increase of absolute {xipulation, wliicli will of course take jilaco, 
w'ill evidently tend but little to wcoken tJiia expectation, as everything depends on 
the relative proportions between population und food, and not on the absolute luinihfu’ 
of the people. In the former part of this work it appeared that the eountrios which 
possessed the fewest people often sultcrcd the most from the ollccts of tlie principle of 
population, ” Esaay, Bk. iv, eh. xn. 
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to use this restraint, and, while leading lives of moral purity, to iv, iv, 3 . 
abstain from very early marriages.'- 

His position with regard to the supply of population, with which Later 
alone we are directly concerned in this chapter, remains substantially 
valid. The changes which the course of events has introduced into v^idity of 
the doctrine of population relate chiefly to the second and third steps nnYthSrf* 
of his reasoning. We have already noticed that the English eco- 
nomists of the earlier half of last century overrated the tendency of first, 
an increasing population to press upon the means of subsistence; 
and it was not Malthus’ fault that he could not foresee the great 
developments of steam transport by land and by sea, which have 
enabled Englishmen of the present generation to obtain the 
products of the richest lands of the earth at comparatively small 
cost. 

But the fact that he did not foresee these changes makes the 
second and third steps of his argument antiquated in form ; though 
they are still in a great measure valid in substance. It remains true 
that unless the checks on the growth of population in force at the 
end of the nineteenth century are on the whole increased (they are 

^ In the first edition oC iiia essay, 179$, Malthus gave his argument without any 
detailed btatemeni of facts, tlioiigli from tho (irat ho regarded it as needing to m 
ttrcilcd in direct eonneelion with a study of facts; as is shown by Jus having told 
Prymo (who afterwards liccnmc the first Professor of rolitical Economy at Cambridge) 

“ tiiat his theory was first suggested to Jiis mind in an argumentative conversation 
wbieli ho had with his father on tJie stale of some otlicr countrios (Pryme’s ifecoffsc* 
iionSt p. 06). -\nieri<.‘an experience showed tlint population if unchecked would double 
at least once in Uvonty-five years. He argued that a doubled populotion miglit, 
even in a country as thickly populated na England was with its seven million inhabi* 
tants, conecivably tlioiigli not urijhaidy tloulde the subsistence raised from the English 
soil : but that labour doubled auuiit would not suHicc to doublu tlio produce again. 

“Let us tlien tnkf' this for our rule, thoiurh certainly far beyond tho truth; and 
allow thot the wliolo produce of tho island might be inorensod every twenty-five years 
[that is with every doubliuc of the po]mlation| by a quantity of subsistence equal to 
that which it at present jiroduces ” ; or in other words, in nn arithmetical progression. 

His dcsiro to make himself clearly uwlerstood made him, os Wagner says in his 
excellent introduction to tho study of [Population (Onimllcgungt Ed. 3, p. 453), “ put 
too sharp n point on his doctrine, and formulate it too absolutely." Thus he got into 
the iiabit of speaking of production as ea]>able of increasing in an arithmetical ratio : 
nnil ninny writers think that ho attnclied importance to tlio phrase itself : whereas 
it wns really only a short way of stating the utmost that he thought any reasonablo 
person could ask liiin to concede. What he meant, slated in modern language, was 
that tho tendency to dimiiuHliing return, wdiich is assumed throughout his argument, 
would bcLun to opcralo sharply ofter tho jiroduc© of tho island had been doubled. 

Douliled labour might give (.lo\ibled produce : but c^uailrupletl labour would hardly 
treble it : oetiipled labour would not quadniple it. 

In tho sei'ond edition, Lti03, ho bused himself on so wide and careful a statement of 
facts as to claim a place among the founders of Jiislorieal economics ; he softened 
and explained away many of tho *' sharp points " of liis old doctrine, though ho did 
not abandon (as was implied in earlier editions of this work) the uso of tho phrase 
“ arithmetical ratio." In particular ho took a less despondent view of the future 
of tho human race ; and dwelt on the hope that moml restraint might hold population 
in chock, and that " vice and misery," tiic old checks, might thus be kopt in abeyance. 

Francis Place, who was not liliivl to his many faults, wrote in 1822 an apology for 
him, excellent in tone and judgment, (.rood accounts of his work are given m Sonar’s 
Malthus ond kis iroriS;, Cnunan's Production and 1776-1848, and Nichol- 

son’s Political Econornijt Bk. i. eh. xii. 
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certain to change their form in places that are as yet imperfectly 
civilized) it will he impossible for the habits of comfort prevailing in 
Western Europe to spread themselves over the whole world and 
maintain themselves for many hundred years. But of this more 
hereafter.! 

§ 4, The growth in numbers of a people depends firstly on the 
Natural Increase, that is, the excess of their births over their deaths ; 
and secondly on migration. 

The number of births depends chiefly on habits relating to 
marriage, the early history of which is full of instruction ; but we 
must confine ourselves here to the conditions of marriage in modern 
civilized countries. 

The age of marriage varies with the climate. In warm climates 
where childbearing begins early, it ends early, in colder climates it 
begins later and ends later ; * but in every case the longer marriages 
are postponed beyond the age that is natural to the country, the 
smaller is the birth-rate ; the age of the wife being of course much 
more important in this respect than that of the husband.® Given 
the climate, the average age of marriage depends chiefly on the case 
with which young people can establish themselves, and support a 
family according to the standard of comfort that prevails among 
their friends and acquaintances; and therefore it is different in 
different stations of life. 

In the middle classes a man’s income seldom reaches its maxi- 
mum till he is forty or fifty years old ; and the expense of bringing 
up his children is heavy and lasts for many years. The artisan 
earns nearly as much at twenty-one as he ever does, unless he rises 


^ Talcing the present population of tho world at one and a half thousand millions ; 
and assuming that its present rate of increase (about 8 per IDOO annually, boo Raven- 
stein's paper before tho British Association in 1890) will continue, wo find that in lcs-< 
than two hundred years it will amount to six thousand millions; or at tho rate of 
about 200 to the square milo of fairly fertile land (Kavenstcin reckons 28 million 
square miles of fairly fertile land, 14 millions of poor grass lands. Tlie first 
estimate is thought by many to bo too high : but, allowing for this, if tlio less fertile 
land be reckoned in for what it is worth, the result will be about thirty million square 
miles as assumed above). Mennwhilo thcro will probably bo great Improvements 
in the arts of agriculture; and, if so, tho pressuro of ])opulRtion on tho means of 
subsistcnco moy l)e held in chock for about two hundretl years, but not longer. 

® Of course tho length of a generation has itself some inducnco on tho growth 
of population. If it is 26 years in ono place and 20 in another ; and if in oach place 
population doubles once in two generations during a thousand years, the increase 
will be a million-fold in the first place, but thirty million-fold in the second. 

® Dr. Ogle {Statijitical Journal, Vol, 63) calculates that if tho average ago of mar- 
riage of women in England were postponod five years, tho number of children to a 
marriage, which is now 4*2 would fall to 3*1. ICorosi, basing himself on the facts 
of tho relatively warm climate of Buda Pest, finds 18-20 tho most prolific ago for 
women, 24-26 that for men. But he concludes that a slight postponement of 
weddings beyond these ages is advisable mainly on tho ground that tho vitality of 
tho children of women under 20 is generally small, Seo Proceedings of Congress of 
Hygiene and Demography, London 1802, and Statistical Journal, Vol. 57. 
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to a responsible post, but he does not earn much before he is twenty- iv, w, 4. 
one ; his children are likely to be a considerable expense to him till — 
about the age of fifteen ; unless they are sent into a factory, where 
they may pay their way at a very early age ; and lastly the labourer 
earns nearly full wages at eighteen, while his children begin to pay 
their own expenses very early. In consequence, the average ago 
at marriage is highest among the middle classes : it is low among 
the artisans and lower still among the unskilled labourers.^ 

Unskilled labourers, when not so poor as to suffer actual want 
and not restrained by any external cause, have seldom, if ever, 
shown a lower power of increase than that of doubling in thirty 
years ; that is, of multiplying a million-fold in six hundred years, a 
billion-fold in twelve hundred : and hence it might be inferred 
a priori that their increase has never gone on without restraint for 
any considerable time. This inference is confirmed by the teaching 
of all history. Throughout Europe during the Middle Ages, and in 
some parts of it even up to the present time, unmarried labourers 
have usually slept in the farmhouse or with their parents ; while a 
married pair have generally required a house for themselves : when 
a village has as many hands as it can well employ, the number of 
houses is not increased, and young people have to wait as best they 
can. 

There are many parts of Europe oven now in which custom oxer- Hindrances 
cising the force of law prevents more than one son in each family 
from marrying; ho is generally the eldest, but in some places the in station- 


^ The tprm mnrrinpp in tho text must bo token in a wiilo sonso so as to include 
not only legal marriiures, but oil those inforninl iimoiis which ore sulTicicntly perma- 
nent in character to involve for sevornl years at least the practical responBibilitics of 
married life. They are often eantrncted at on early ape, and not unfrcquently lead 
up to legal marriages after tho liqise of some years. For tliis reason tlic average ago 
ot marriage in the broad Honae of the tcm», with wliich alone wo are here concerned, 
is Itelow the average age at legal marriape. The allowance to bo made on this head for 
the wliolo of the working classes is prolmbly eonsitlcrablc ; but it is very much greater 
in the ease of unskilled labourers than of any other class. The following statistics 
iniiBt be interpreted in the lipht of llus remark, and of the fact that all Knglisli in- 
dustrial statistics arc vitiated by the ^Nont of sufficient care in the classification of the 
working classes in our ofllcial returns. The Registrar-CenerarH forty-nintli Annual 
Report states that in certain selcctcsl districts tlie returns of marimges for 1884-5 
were examined with the following results; the number after each occii)mtion licing 
the avGi'ogc age of l)ac)iclors in >t at marriage, and the following number, in brackets, 
being the average age of spinsters who married men of that occupation ; — Miners 
24*00 (22*40); Textile hands 24*38 (23*43); Shocmakci^, Tailors 24*92 (24*31); Artisans 
25*35 (23*70); Labourers 25*o() (23*00); Commercial Clerks 2G-2o( 24-43); Sliopkocpors, 
Shopmen 26*07 (24*22); Farmers and sons 29*23 (26-91); Professionol and Inde- 
pendent Class 31-22 (20-40). 

Dr. Ogle, in the paper already referred to, shows that tho marriage-rato is greatest 
generally in those parts of England in which the percentage of those women between 
16 and 26 years of age who are industriully occupied is tho greatest. This is no doubt 
due, as ho suggests, partly to the willingness of men to liave their money incomes 
supplemented by those of their wives; but it may be partly due also to an excess of 
women of a marriageable age in those districts. 
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IV, IV, 6. youngest : if any other son marries he must leave the village. 

When great material prosperity and the absence of all extreme 
districts, poverty are found in old-fashioned comers of the Old World, the 
explanation generally lies in some such custom as this with all its 
evils and hardships.^ It is true that the severity of this custom 
may be tempered by the power of migration; but in the Middle 
Ages the free movement of the people was hindered by stern regula- 
tions. The free towns indeed often encouraged immigration from 
the country : but the rules of the gilds were in some respects almost 
as cruel to people who tried to escape from their old homes as were 
those enforced by the feudal lords themselves.” 

Tiie § 5. In this respect the position of the hired agricultural labourer 

h often*'^ has changed very much. The towns are now always open to him 
low among and his children; and if he betakes himself to the New World he 
proiwili*. is likely to succeed better than any other class of emigrants. But 
on the other hand the gradual rise in the value of land and its grow- 
ing scarcity is tending to check the increase of population in some 
districts in which the system of peasant properties prevails, in which 
there is not much enterprise for opening out now trades or for 
emigration, and parents feel that the social position of their children 
will depend on the amount of their land. They incline to limit 
artificially the size of their families and to treat marriage very much 
as a business contract, seeking always to marry their sons to heiresses, 
Francis Galton pointed out that, though the families of English peers 
are generally large, the habits of marrying the eldest son to an 
heiress who is presumably not of a fertile stock, and sometimes 
dissuading younger sons from marriage, have led to the extinction 
of many pecriiges. Similar habits among French peasants, com- 
bined with their preference for small families, keep their numbers 
almost stationary. 

but not On the other hand there seem to I)e no conditions more favour- 
Amcru-an ®hlc to the rapid growth of numbers than those of the agricultural 
farmers. di.stricts of ncw' countries. Land is to be had in abundance, rail- 
ways and steamships carry away the produce of the land and bring 
back in exchange implements of advanced types, and many of the 
comforts and luxuries of life. The “ farmer,” as the peasant pro- 

^ Thus a vmit to the valloy Jachenau in the Bavarian Alps about 1880 found this 
custom still in full force. Aided Ijy a great recent rise in tho value of thoir woods, 
with repard to which tliey had pursuetl a farsccinp polices tho inhabitants lived 
prosperously in larpo houses, the younper brothers ancl sisters acting as scr\'antH in 
their old homes or elsewhere. Tlwy were of n dilToront mco from tho workpeople in 
the neighbouring valleys, who lived poor and liord lives, but soemod to think that the 
Jachenau purchased its material prosperity at too great a cost. 

^ Seo e.g. Rogers, Six Centuries, pp. 106, 7. 
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piietor is called in America, finds therefore that a large family is not 
a burden, but an assistance to him. He and they live healthy out- 
of-door lives ; there is nothing to check but everything to stimulate 
the growth of numbers. The natural increase is aided by immigra- 
tion ; and thus, in spite of the fact that some classes of the inhabi- 
tants of large cities in America are, it is said, reluctant to have many 
children, the population has increased sixteen -fold in the last hundred 
years.’- 

On the whole it seems proved that the birth-rate is generally 
lower among the well-to-do than among those who make little 

' Tho cxtrcmo jirudenf'c of peasant propriolora under stationary conclitions was 
noticed by ^lalthus; sec liis accotiut of Switzerland (ICsmy, i5k. ii. ch. v). Adam 
Smith remarked that poor Hi^rhland women frctpiently had twenty children of wliom 
not more than two readied maturity (Wealth of Xaitom, Bk. i. di. vilT.); and tho 
notion that want stimulated fertility was insisted on by Doublcday, True Law of 
Papulation. Sec also Sadler, Law of Population. Herbert Speneer seemed to think 
it probable that the propfress of civilization will of itself hold tho growth of population 
complotcly in cheek. But Malthua* remark, that tho reprodnetivo power is less in 
barbarouB than in civilized races, has been extended by J.)arwin to the animal and 
vegetable kingilom genera lly, 

iMr. Charles Booth [Statistical Journal, 1893) has divided London into 27 districts 
(chieny Registration districts) ; and aiTange<l them In order of poverty, of over -crowd* 
ing, of high birth-rate anil of liigh death-rate. He fiiuls that the four orders are 
generally tho same. Tho excess of birth-rate over death-rato is lowest in tlie very 
rich and the very poor districts. 

Tho birtii-rato in England and Wales is nominally diminishing at about an equal 
rato in both town and country. But the eontimious migration of young persons from 
rural to industrial areas has considerably depleted tho ranks of young married women 
in tlio rural districts : and, when ullowaneo is made for this fact» wo find that the per- 
centage of births to women of childhearing ages is much higher in them tlian in the 
towns : as is shown in tiic following table piiblislicd by the Rrgistrar'Oeneral in 1007. 

Metm Annual Birlh-mks in Urban and Rural Anns. 


Urban 

(20 large towns, with nn nirmvgrtto po|ml«(ton of 9,7>l2,40-l persons 
at tlio drtti* of the tVnsus of 190] ). 


Calculated 

on the total 

C'ak-uloted on tlio female 


popLilutioii. 

population, aged 13-45 years. 

I’criod. 




Compared 


Kate per 

with rate in 

Kate per 

with rate in 


1000. 

1870-72 

1000. 

1870-72 



taken os 100. 


taken as 100. 

1870-72 . 

3C-7 


M3>1 

100-0 

1830-82 . 

35‘7 

97;i 

lin-G 

98-3 

1890-1)2 . 

32-0 

87-2 

124-U 

87-1 

1000-1002 

29-8 

81-2 

111-4 

77-8 



Rural 



(112 entirely rural itigistration distrl{*ts, with nn aggregate population 

of 1,330,310 pemons at the date of the Census of 1901). 

1870-72 . 

31-6 

100-0 

J58-0 

100-0 

1880-82 . 

30-3 

95-9 

153-5 

OG'O 

1800-02 . 

27*8 

88-0 

135-6 

85-3 

1900-1002 

26-0 

82-3 

120-7 

76-0 


IV, IV, 8. 


General 

conclusion. 
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IV, IV, 6. 


Popula- 
tion in 
England. 


The 

Middle 

Agee, 


expensive provision for tte future of themselves and their families, 
and who live an active life : and that fecundity is diminished by 
luxurious habits of living. Probably it is also diminished by severe 
mental strain; that is to say, given the natural strength of the 
parents, their expectation of a large family is diminished by a great 
increase of mental strain. Of course those who do high mental 
work, have as a class more than the average of constitutional and 
nervous strength ; and Galton has shown that they arc not as a class 
unprolific. But they commonly marry late. 

§6. The grow’th of population in England has a more clearly 
defined history than that in the United Kingdom, and we shall find 
some interest in noticing its chief movements. 

The restraints on the increase of numbers during the Middle 
Ages were the same in England as elsewhere. In England as else- 
where the religious orders were a refuge to those for whom no 
establishment in marriage could be provided ; and religious celibacy, 
while undoubtedly acting in some measure as an independent check 
on the growth of population, is in the main to be regarded rather as a 
method in which the broad natural forces tending to restrain popula- 
tion expressed themselves, than as an addition to them. Infectious 
and contagious diseases, both endemic and epidemic, were caused 
by dirty habits of life which were even worse in England than in 
the South of Europe ; and famines by the failures of good harvests 
and the difficulties of communication ; though this evil was less in 
England than elsewhere. 

Country life was, as elsewhere, rigid in its habits ; young people 


The movcmrnls of the population of Franco liavo boon 8liidic»l with oxooption.il 
care J and the preat ^ork on tho mdijoet by Lovnhsenr, La Popuhtiou Fran^ni'd’, 
ie a mine of valuable information as ropanl other nntinna hosuloa France. Alon- 

rh 
I lo 


w iuiiiuiia m’rtiurB rrance. .Vlo 

tcsqiii™, ron-wniiifr pMjnps rnllirr a priori, arcir.sr(l tho la« of iwimosanitiirp 
ruled in his time in I'r.anfc of redurmn tlic raimljor of cliildrcn in n family ; and 



from one part of I’rnnee lo anotlior. It is Renerully lower wliero n lame part of tho 
population owns land than where it does not. J f lidwever I he Depart mi nts of Fi aiiee 
be arranged in groups in ascending order of the properly left at death (rafrara ,sucit<- 
sorafrs par lile d'habUant), the corresponding birth-ralo descends almost uniformly, 
being 23 per hundred married women between 15 and .50 years tor the ten Depart- 
ments in which the property left is 48-57 fr. ; and 1.3-2 tor the Seine, whore it is 412 fr. 
And in Pans itself the arronilisscmcnts iiilialiitcd hy the well-to-do show a smaller 
percentage of familic-s with more than two children than the poorer arrondissements 
show. There is mucli interest in the earclid analysis wliieli Lcyasseiir gives of the 
(■onncction between economic oonililions and birtli-rete ; bis general conclusion being 
tliat It IS not direct but indirect, tliroiigli tlic mutual influence of tbo two on manners 
and the habit of life (mirors). He apiwars to hold that, however miieli the decline 
in the numbers of the French relatively to surrounding nations may bo regretted from 
the political and military points of view, there is much good mixcil with the evil in its 
intluenecs on material comfort and oven social progress. 
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found it difficult to establish themselves until some other married iv. iv, 6. 
pair had passed from the scene and made a vacancy in their own — 
parish; for migration to another parish was seldom thought of by 
an agricultural labourer under ordinary circumstances. Conse- 
quently whenever plague or war or famine thinned the population, 
there were always many waiting to be married, who filled the vacant 
places ; and, being perhaps younger and stronger than the average 
of newly married couples, had larger families.^ 

There was however some movement even of agricultural labourers 
towards districts which had been struck more heavily than their 
neighbours by pestilence, by famine or the sword. Moreover 
artisans were often more or less on the move, and this was especially 
the case with those who were engaged in the building trades, and 
those who worked in metal and wood : though no doubt the “ wander 
years ” were chiefly those of youth, and after these were over the 
wanderer was likely to settle down in the place in which he was 
born. Again, there seems to have been a good deal of migration on 
the part of the retainers of the landed gentry, especially of the 
greater barons who had seats in several parts of the country. And 
lastly, in spite of the selfish exclusiveness which the gilds developed 
as years went on, the towns offered in England as elsewhere a 
refuge to many who could get no good openings for work and for 
marriage in their own homes. In these various wmys some elasticity 
was introduced into the rigid system of mediroval economy; and 
population w’as able to avail itself in .some measure of the increased 
demand for labour which came gradually with the growth of know- 
ledge, the establishment of law' and order, and the development of 
oceanic trade.® 

In the latter half of the seventeenth and the first half of the settlement 
eighteenth century the central government exerted itself to hinder 


* ThiiF wc are told tiiat after the BKick Death of 1319 moat marrinj^es wore very 
fertile (Uo/iers, llitstnry oj AgriniUitrc and Pricci*, Vol. i. ]). 301). 

“ 'lliere is no certiUn know ledcje to be Imd as to tlie tiensity of population in Enc- 
land before the eighteenth (eiitury; but (he folloniiitx estimates, repioilucod from 
StefTen {Oe^chirhte dcr cnijU^chn L^dm-arbcitcry i. pp. 403 fl.), lire proljnlily the best 
AS yet available. Domcbihiy Hook fiugce&ts that in lOSO llio population of Knekind 
WAS between two and two-and-a-luilf millions. .lust before the Black Doatli (1348) 
it may have been between threo-niid-a-lmlf and four-aiul-a-hatf millions; and just 
aftenvards two-and-a-lmlf millions. It began to recover cpnekly; hut made slow 
progress between 1400 and 1530 : it iiu'reused rutlicr fast in the next hundred years, 
and reaelicd five-and-a-lmlf millions in 1700. 

If wo are to trust Harrison {Dcitcription vj Eiu/land, Bk. ii. ch. xvi.), the muster 
of men able for 8cr\'ieo in 1574 amounted to 1,172,074. 

The Black Death was England’s only \ery great calamity. She was not, like the 
rest of Europe, liable to devastating waro, ouch na the I’hirty Years’ "War, wliicli 
destroyed more than half the population of (tcrmany, a loss which it required a full 
century to recover. (See Huniolin’e instructive article on Bevolkerungslekn in 
Schoiibeig’s Handbuch.) 
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IV, IV, 6. 


Slow 

gro\ith of 
population 
and rise 
in tho 
standard 
of living in 
the first 
lialf of the 
eighteenth 
century ; 


changes in 
the second 
h-ilf. 


the adjustment of the supply of population in different parts of the 
country to the demand for it by Settlement laws, which made any 
one chargeable to a parish who hiid resided there forty days, but 
ordered that he might be sent home by force at any time within that 
period.^ Landlords and farmers were so eager to prevent people 
from getting a settlement ” in their parish that they put great 
difhculties in the way of building cottages, and sometimes even 
razed them to the ground. In consequence the agricultural popula- 
tion of England was stationary during tlic hundred years ending 
with 1760; while the manufactures were not yet sufficiently de- 
veloped to absorb large numbers. This retardation in the growth 
of numbers was partly caused by, and partly a cause of, a rise in 
the standard of living ; a chief element of which was an increased 
use of wheat in the place of inferior grains as the food of the common 
people. “ 

From 1760 onwards those who could not establish themselves at 
home found little difficulty in getting employment in the new 
manufacturing or mining districts, where the demand for workers 
often kept the local authorities from enforcing the removal clauses 
of the Settlement xlct. To these districts young people resorted 
freely, and the birth-rate in them became exceptionally high: but 
so did the death-rate also ; the net rcsidt being a fairly rapid growth 
of population. At the end of tho century, when Malthus wrote, the 
Poor Law again began to influence the age of marriage ; but this 
time in the direction of making it unduly early. The sulferings of 
the working classes caused by a series of famines and by the French 
War made some measure of relief necessary ; and the need of large 
bodies of recruits for the array and navy w^as an additional induce- 
ment to tender-hearted people to be somewhat liberal in their allow- 
ances to a large family, with the practical effect of making the father 
of many children often able to procure more indulgences for himself 
without working than he could have got l)y h.ard work if he had 

^ Arlfim Smith is jiiPtly incliiniant at this, (Sro W’fulth rtf NationH, I3k. i. eh. x. 
Part II. anil Book, iv. Hi. if.) TIu* Aft locilrs (1 1 ('harU-s li. u. 12, \.i>. 1002) Hint 
“ by ron.son of aonio di-foi ts in the law, juior people are not rcbtramrd from ‘loinir liom 
one parish to another, and thereby do endeavour to settle themaelvcb in those jiarishes 
where tlicro is tlio be&t stock, the largest wastes or commons to build cottaues, and 
the most woods for them to Imm and destroy ; etc.” and it is therefore ordered ‘‘ that 
upon complaint made . , . within forty days after any sueli person or persons coming, 
BO as to settle as aforesaid, in any tenement under tho yearly value of ton pounds . . . 
it shall bo lawful for any two justiecs of tho Peace ... to remove and convoy such 
person or persons to such parish where ho or tlicy wore lust loKnlly settled.” Several 
Acta purporting to soften its harslinc.ss hud been passed before Adam Smitli’s time; 
but they liad been ineffective. In 17‘J.) however ib was onlerod that no one should bo 
removed until ho boeamo actually charpeable. 

* Some interesting remarks on this subject are made by Eden, llistorii of the Poor. 
I. pp. o60-4. 
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been unmarried or had only a small family. Those who availed iv. iv, 7. 
themselves most of this bounty were naturally the laziest and 
meanest of the people, those with least self-respect and enterprise. 

So although there was in the manufacturing towns a fearful mor- 
tality, particularly of infants, the quantity of the people increased 
fast ; but its quality improved little, if at all, till the passing of the 
New Poor Law in 183 k Since that time the rapid growth of the sinco the 
town population has, as wo shall see in the nc.vt chapter, tended to 5,he°Jw^ 
increase mortality, but this has becu counteracted by the growth of j 
temperance, of medical knowledge, of sanitation and of general jlopuiatioii 
cleanliness. Emigration has increased, the age of marriage ha3f,^;“jy““ 
been slightly raised and a somewhat less proportion of the whole steady, 
population are married ; but, on the other hand, the ratio of births 
to a marriage has risen : ^ with the result that population has been 
growing very nearly steadily.^ Let us examine the course of recent 
changes a little more closely. 

§ 7. Early in this century, when wages were low and wheat was m ths 
dear, the working classes generally spent more than half their income 
on bread : and consequently a rise in the price of wheat diminished contury 
marriages very much among them : that is, it diminished very much marriage- 


^ Blit ilu^ iiiorcase in tiio figures shown is partly duo to improved registration of 
birtlis. (Fnri’, P/M? p. 117.) 

- TUo following tables show the pi*o\vih of lUe popnliitvon of England and Wales 
from the bcgiimiug of the ciglitconlh cpiuiiry. The figures before 1801 arc computed 
from the i'Ou:isters of birtliH ami th'aih^. ami the poll and licartli tax returns : those 
since 180 1 from Census returns. It uill be noticiHl that the numbers iiiercoRed nearly 
as much in the twenty years fulluwiii:; ITOtJ us in tlie ]*roet‘din{r sixty years. The 
])ressui’p of llio jjrcat war and the high priee oi corn is shown in the slow urowtli be- 
tween 17‘JU and 1801 ; nivl tlie clfeets of iudiATiramaie poor law allowances, in spito 
of greater prc-ssure, is sliown by the rn()ld increase in tlie next ten years, and the still 
greater increase when llmt piessurt' was reniovcnl in the dernile emlinu 1821. The 
third column shows tlio percentage which the increase during Iho preceding decade 
was of tho population at the beginnin'j of that decade. 


Vear. 

ropnlatiun 

(OOd’fl 

oinitl(x.l). 

I lUTOOSC 
per cent. 

Vear. 

ropiiialion 

(IHIO’s 

omitted). 

llUTOUSO 

per cent. 

17U0 

5,475 



1801 

8,802 

2-5 

1710 

5,240 

-4-9 * 

IbU 

10.164 

U-3 

1720 

5,50.1 

0-2 

1821 

12,000 

18-1 

1780 

5, 790 

4'1 

18:11 

13,807 

15-8 

1740 

0,001 

4-0 

18(1 

15,909 

U-5 

1750 

6,467 

GO 

18.11 

17,928 

12-7 

1700 

G,7:i6 

4*1 

1801 

20,066 

11-9 

1770 

7,428 

10' 3 

JS71 

22,712 

13-2 

1780 

7,018 

7-1 

1881 

25.974 

14-4 

1790 

8,675 

Od 

1801 

20,002 

11-7 




lUOl 

32.527 

11-7 


♦ Decrease ; but those curly figures are mitrustwurthy. 


The groat growth of omigration during recent years makca it important to correct 
tho (igiires for tho last threo decades so as to show the natural iiiereasc/* viz. that 
due to tho excess of birtlis over deaths. Tho net emigration from the United Kingdom 
during tho decude4 1871-81 and 188L-UI was l.'lSUdKH), and l,747|l)UU respectively. 
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IV. IV, 7. the number of marriages by banns. But it raised the income of 
ratTvwicd members of the well-to-do classes, and therefore often in- 
with the creased the number of marriages by licence.^ Since' however these 
of the*™ were but a small part of the whole, the net effect was to lower the 
Later**' marriage-rato.* But as time went on, the price of wheat fell and 
on the wages rosc, till now the working classes spend on the average less 
of*com-* than a cjuarter of their incomes on bread ; and in consequence the 
merciai variations of commercial prosperity have got to exercise a pre- 

anotua- , . . _ 1 • " i. ■! 

tions pro- poiidoriiting mtluenco on tlie marnage-ratc.'* 
dominatsd. jgyg thougli the average real income of the population of 

England has indeed been increasing, its rate of increase has been less 
than in the preceding years, and meanwhile there has been a con- 
tinuous fall of prices, and consequently a continuous fall in the 
monev incomes of many classes of society. Now people are governed 
in their calculations as to whether they can afford to marry or not, 
more by the money income which they expect to be able to get, than 
by elaborate calculations of changes in its purchasing power. And 
therefore the standard of living among the working classes has been 
rising rapidly, perhaps more rapidly than at any other time in 
English history : their household expenditure measured in money 
has remained aliout stationary, and measured in goods has increascil 
very fast, lleanwhile the price of wheat has also fallen very mucli, 
and a marked fall in the marriage-rate for the whole country has 
often accompanied a marked fall in the price of wheat. The 
marriage-rate is now reckoned on the basis that each marriage 
involves two persons and should therefore count for two. The 


' See I'an's ITtli Annual Report for ISjiI as Uegistrar-Ueneml, or tlie abstract of 
it in HlalifiticH (jij). 72-j). 

* For instance, representinir the ])riee of wheat in BlulIintJ'? and the number of 
marriages in Krigland and Wales in thousands, we have for ISOl wheat at 111) and 
marriages at 07. for lKn;{ win at at 51) and nmrrmires at Dl; for lhl»5 the nnmheiM 
are DU and 8u, for 1S07 tliey nre 75 nnd SJ, for 1S12 they are 120 and S2, for 1S15 
they are 00 and luo, for isi? they me D7 and 8H, for 1S22 they are -15 and DD, 

* Since 1820 the aveia«'o prire of >\hi'a( has '^•Idom exceeilcd DU*, aiul never 75;<. : 
and tl»o sueccKsive inllations of (oinnuTce whirl) enhniuuted on<l broke in 182(5, 
183G-9, 1848, 185U, 18U(i and 1873 exen i'-cd an inllueiiee on the marriage-rate about 
equal witli clmnges in tlic price of <’orn. \\ lien the two ( auKes act together the elb'cls 
are very striking : thus between 182U and 1834, there was a recovery of prosjieiily 
accompanied by a steady fall in the price of wheat end marriages rose from a hundrcti 
and four to a hundred and twoiity-ono thousand. The marringc-ratc rose again 
rapidly between 1812 anti 184.^ when the jirieo of wlieat was a little lower than in 
the pi'ocediii" years, and the business of the country was reviving; and again under 
similar circumstances lictwcen 1817 and 1853 and between 1802 and 180,'}. 

A com])an9on of the marriage-rate with llie harvest.^ in Sweden for the years 
1749 to 1883 is given by Sir Kawxon Rawhon in the S(utintical Journal for December 
1885, The harvest does not deedare itself till part of the year's talc of marriages is 
made up ; and fiirtlior the iiieipialities of har\'eslH are to some extent compensated for 
by the storage of grain ; nnd therefore the indivahial harvest figures do not eoiTC8])ond 
closely wltli the marriage-rnto. Rut when several good or bad linrvesls come together, 
the effect in iiicreuhing or iliminibhing llic marringc-ratu is very clearly marked. 
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English rate fell from 17'6 per thousand in 1873 to 14-2 in iv, iv, 7. 
1886. It rose to 16-5 in 1899 ; in 1907 it was 15'8, but in 1908 
only 14'9.^ 

There is much to be learnt from the history of population in Scotland. 
Scotland and in Ireland. In the lowlands of Scotland a high stan- 
dard of education, the development of mineral resourees, and close 
contact with their richer English neighbours have combined to afford 
a great increa.se of average income to a rapidly increasing population. 

On the other hand, the inordinate growth of population in Ireland Ireland, 
before the potato-famine in 1847, and its steady diminution since 
that time, will remain for ever landmarks in economic history. 

Comparing the habits of cbffercnt nations ® we find that in the inter. 
Teutonic countries of Central and Northern Europe, the age of“‘^°"“’ 
marriage is kept late, partly in consequence of the early years of statistics, 
manhood being spent in the army; but that it has been very early 
in Russia; where, at all events under the old regime, the family 
group insisted on the son’s bringing a wife to help in the work of 
the household as early as possible, even if he had to leave her for 
a time and go to earn his living elsewhere. In the United Kingdom 
and America there is no compulsory service, and men marry early. 

In France, contrary to general opinion, early marriages on the part 
of men arc not rare ; while on the part of women they arc more 
common than in any country for which we have statistics, except 
the Slavonic countries, where they are much the highest. 

The marriage-rate, the birth-rate and the death-rate are diminish- 
ing in almost every country. But the general mortality is high 
where the birth-rate is high. For instance, botli are high in Slavonic 
countries, and both are low in the North of Europe. The death- 
rates are low in Australasia, and the “ natural ” increase there is 
fairly high, though the birth-rate is low and falling very fast. In 


^ Statistics of exports arc amun^ the most convenient indications of the fliictua* 
lions of (omrnerclal credit and industrial mdiv'ily : untl in the article already quoted^ 
Ogle lias 8ho>vu ta coiTcspundcncu liuiwccn thu marriugc-rato and tho exports per head. 
Comparo diagrams in Vol. ti. p. 12 of LevusiseurV lAt l*f*pulation Fraii^aUe ; and with 
regaril to MQS.saclmsutts hy Willcox iu tho Polilical HcieHCG Quarleflijt Vol. viii. pp. 
76-82. Oglo's iiupiirics luu’u been extended and corrected in a paper read by R, H. 
Hooker before tho Manchester SStatiatical 8octcty» in Jtinuary 1S08; who points out 
that if tho marriage-rate fluctuates, tho birlh-rato during an ascending phase of the 
marrlage-rato is apt to coiTcspond to tho marringo-mto not for that phase, but for 
tho preceding phnso when the marriage-rato was dccliiiitm : and vice versa. " Hence 
the ratio of births to marriages declines when tho marriage-rato is rising and rises 
wlicu tho marriagc-ratu falls. A euxwo representing tho ratio of births to marriages 
will move inversely to the inarriage-nit c." lie points out tiiat the decline in the ratio of 
births to marriages is not great, and is accotmtcil for by the rapid decline of illegitimate 
births. The ratio of legitimate births to marriages is not declining perceptibly. 

* Tho following atatemonta are Imsed chiefly on slatLstics arranged by tlio late 
Signor Bodio, by j^I. Lcvasseiir, La PopuUUwn Fran^aise, and by the English Registrar- 
General in his Report for 111U7. 
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IV, IV, 7 . fact its fall in the various States ranged from 23 to 30 per cent, in 
the period 1881-1901.’ 

^ Much instructive and &ii);^e8iive matter conncetcil witli the siihjcct ot tin's 
chapter is contained in tlio fitathtieal 2Icmvranda and Vhnrtfi rchtiiuj io Public Umlth 
<nid Social CondiiUnm pubhslicd by tho Local CfO\'criiiiicnt iiourd in 1901) [CM. i67ij. 



CHAPTER V 

THE HEALTH AND STEENGTH OF THE POPULATION 

§ 1. We have next to consider the conditions on which depend iv, v. i. 
health and strength, physical, mental and moral. They are the ^he 
basis of industrial efiiciency, on which the production of material bafisyf 
wealth depends ; while conversely the chief importance of material enicienoy. 
wealth lies in the fact that, when wisely used, it increases the health 
and strength, physical, mental and moral of the human race. 

In many occupations industrial efficiency requires little else Physical 
than physical vigour ; that is, muscular strength, a good constitu- 
tion and energetic habits. In estimating muscular, or indeed any 
other kind of strength for industrial purposes, we must take account 
of the number of hours in the day, of the number of days in the year, 
and the number of years in the lifetime, during which it can be 
exerted. But with this precaution we can measure a man’s muscular 
exertion by the number of feet through which his work would raise 
a pound weight, if it wore applied directly to this use ; or in other 
words by the number of “ foot pounds ” of work that he does.^ 

Although the power of sustaining great muscular exertion seems requires 
to rest on constitutional strength and other physical conditions, yet 
even it depends also on force of will, and strength of character, muscular 
Energy of this kind, which may perhaps be taken to be the strength 


‘ This measure can bo ajiplied directly to most kinds oi navvies’ and porters’ 
work, and indirectly to many kinds of afsricultural work, In a controversy that was 
waged after tho groat agricidturnl lock-oiit as to tlie relative elBcifncy of unskilled 
labour in the South and Xortli of England, tlio most trustwortliy measure was found 
in tho number of tons of material tliat a man would load into a cart m a day. Otlier 
measures liavo been found in tho number of acres reaped or mown, or tlie number of 
bushels of corn reaped, etc. : but tlicso are unsatisfactory, particularly for comparing 
different conditions of agriculture i since tho iinpiemcnts used, the nature of tlio crop 
and the mode of doing tlio work all vary widely. Tims nearly all comparisons between 
medieval and modern work and wages based on the wages of reaping, mowing, etc. 
are valueless until we iiave found means to allow for tlio eifoets of changes in the 
methods of agrieulturo. It costa for instance less labour than it did to reap by hand 
B crop that yields a hundred bushels of com; because the implements used are better 
than they were i but it may not cost less labour to reap an acre pf corn ; because 
the orops arc heavier tlian they were. 

In backward countries, particularly wlicrc there is not much uso pf horses or other 
draught animals, a groat part of men’s and women’s work may bo measured fairly 
well by the muscular exertion involved in it. But in England loss than one-sixtii of 
the industrial classes are now engaged on work of this kind ; while the force exerted 
by steam-engines alone is more than twenty times as mucli as could be exerted by 
the muscles of all Englislimen, 

Q 
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of the man, as distinguished from that of his body, is moral rather 
than physical; but yet it depends on the physical condition of 
nervous strength. This strength of the man himself, this resolution, 
energy and self-mastery, or in short this “ vigour ” is the source of 
all progress ; it shows itself in great deeds, in great thoughts and in 
the capacity for true religious feeling.' 

Vigour works it.sclf out in so many forms, that no simple measure 
of it is possible. But we are all of us constantly estimating vigour, 
and thinking of one person as having more “ backbone,” more 
“ stuff in him,” or as being “ a stronger man ” than another. Busi- 
ness men even in different trades, and University men even when 
engaged in different studies, get to estimate one another’s strength 
very closely. It soon becomes known if less strength is required to 
get a “ first class ” in one study than another. 

§ 2. In discussing the growth of numbers a little has been said 
incidentally of the causes which determine length of life : l)ut they 
are in the main the same as those which determine con.stitutional 
strength and vigour, and they will occupy our attention again in 
the present chapter. 

The first of those causes is the climate. In warm countries we 
find early marriages and high birth-rates, and in consequence a low 
respect for human life : this has probably been the cause of a great 
part of the high mortality that is generally attributed to the in- 
salubrity of the climate.^ 

* Tins must be dislin^uiehed from ncrvousticsB, whicli, as a rule, iiulioatcs n c;oiioral 
deficiency of nervous stren{;th ; though soroctinies it profccdfl from nervous irriliilulity 
or ^vant of balance. A man who has great nervous strength in somo directions may 
have but little in others; the artistic temperament in particular often c1cvc1o])h ono 
set of nerves at the expense of others : but it is the weakness of somo of the nerves, 
not the strength of the others, that leads to nervousness. The most porfeel artistic 
natures seem not to have been nervous : Leonardo da Vinci anti Slmkespeaic for 
example. The term nervous strength ” cori*csponds in somo measure to llvart in 
Engcra great division of the elements of cflieicncy into (a) Body, (b) Reason, and 
(c) Heart {Leih, Vertitand wid Ucn), He olassilics activities according to iho |k.t- 
mutations a, ab, ac, abc, acb; b, 6a, 6c, 6c<2, 6oc; c, va, cb, cub, via; thu onlcr in each 
case being that of relative importance, and a letter being omitted whero the corro- 
spending clement plays only a very snmll i)art. 

In the war of 1870 Berlin University btudenls, who secincd to bo weaker than the 
average soldier, were found to bo able to bear futigue belter. 

A warm climate impairs vigour. It is not altogether hoslilo to high intellectual 
and artistic work : but it proveuts people from being able to endure very hard exer- 
tion of any kind for a long timo. Moro eustained hard work can bo done in tlie cooler 
half of tlic temperate zone than onywhoro clso; and most of all in plnocs such as Eng- 
land and her counterpart New Zealand, whero sca-brcczcs keep the temporaturo nearly 
uniform. The summer heats and winter colds of many parts of Europe and America, 
where the mean temperature is modemte, have the ciToct of shortening tlio year for 
working purposes by about two months. Extreino and sustained cold is found to 
dull the energies, partly perhaps bccauso it causes people to si)cnd much of their time 
in close and confined quarters : inliabitanta of tho Arctic regions arc generally in- 
capable of long-continued severe exertion. In England popular opinion has insisted 
that a ’‘warm Yulc-tido makes a fat churchyard **; but statistics prove beyond 
question that it has the opposite effect : tho average mortality is higliest in tho coldest 
quarter of tho year, and higher in cold winters than in w’arm. 
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Vigour depends partly on race qualities : but these, so far as iv, v, 3. 
they can be explained at all, seem to be chiefly due to climate.^ 

§ 3, Climate has also a large share in determining the necessaries The 
of life ; the first of which is food. Much depends on the proper gf 
preparation of food ; and a skilled housewife with ten shillings a *'<>‘><1. 
week to spend on food will often do more for the health and strength 
of her family than an unskilled one with twenty. The great mor- 
tality of infants among the poor is largely due to the want of care 
and judgment in preparing their food; and those who do not 
entirely succumb to this want of motherly care often grow up with 
enfeebled constitutions. 

In all ages of the world except the present, want of food has Scarcity 
caused wholesale destruction of the people. Even in London in the 
seventeenth and eighteenth centuries the mortahty was 8 per cent, mortality! 
greater in years of dear corn than in years of cheap corn.® But 
gradually the effects of increased wealth and improved means of 
communication are making themselves felt nearly all over the 
world ; the severity of famines is mitigated even in such a country 
as India ; and they are unknown in Europe and in the New World. 

In England now want of food is scarcely ever the direct cause of 
death : but it is a frequent cause of that general weakening of the 
system which renders it unalile to insist disease ; and it is a chief 
cause of industrial inefficiency. 

We have already seen that the necessaries for efficiency vary 
with the nature of the work to be done, but we must now e.xamine 
this subject a little more closely. 

As regards muscular work in particular there is a close connection and 
between the supply of food that a man has, and his available JhaUowers 
strength. If the work is intermittent, as that of some dock labourers, vigour, 
a cheap but nutritious grain diet is sufficient. But for very heavy 
continuous strain such as is involved in puddlers’ and the hardest 
navvies’ work, food is required which can be digested and assimilated 
even when the body is tired. This quality is still more essential in 
the food of the higher grades of labour, whose work involves great 
nervous strain ; though the quantity required by them is generally 
small. 

^ Race history is a fascinating hnt disappoiiitiiig study for the economist : for 
conquering races generally incorporated tho women of tho conquered ; they often 
carried with tliom many slaves of liotli sexes during their migrations, and slaves were 
less likely than freemen to bo killed in battle or to odopt a monastic life. In conse- 
quence nearly every race had much servile, that is mixed blood in it : and as tho share 
of servile blood was largest in the industrial elusscs, a race history of industrial habits 
seems impossible. 

^ This was proved by li'arr, who eliminated disturbing causes by an instructive 
statistical device (Ti/a/ Statidtica, p. 139). 
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IV, T, 4. After food, the next necessaries of life and labour are clothing, 
ciothlnfr house-room and firing. AVhen they are deficient, the mind becomes 
iiouaoroom torpid, and ultimately the physical constitution is undermined, 
and firing. clotbing is vcry scanty, it is generally worn night and day ; 

and the skin is allowed to be enclosed in a crust of dirt. A deficiency 
of house-room, or of fuel, causes people to live in a vitiated atmo- 
sphere which is injurious to health and vigour; and not the least 
of the benefits which English people derive from the cheapness of 
coal, is the habit, peculiar to them, of having well-ventilated rooms 
even in cold weather. Badly-built houses with imperfect drainage 
cause diseases which even in their slighter forms weaken vitality in 
a wonderful way; and overcrowding leads to moral evils which 
diminish the numbers and lower the character of the people. 

Rest. Best is as essential for the growth of a vigorous population as 

the more material necessaries of food, clothing, etc. Overwork of 
every form lowers vitality; while anxiety, worry, and excessive 
mental strain have a fatal influence in undermining the constitution, 
in impairing fecundity and diminishing the vigour of the race. 

Hopo- § ^ext comes three closely allied conditions of vigour, namely, 
freedom hopefulness, freedom, and change. All history is full of the record 
and of inefficiency caused in varying degrees by slavery, serfdom, and 

change, gf political oppression and repression. ^ 

In all ages colonies have been apt to outstrip their mother 
countries in vigour and energy. This has Irecn due partly to the 
abundance of land and the cheapness of necessaries at their com- 
mand; partly to that natural selection of the strongest characters 
for a life of adventure, and partly to physiological causes connected 
with the mixture of races : but perhaps the most important cause of 
all is to be found in the hope, the freedom and the changcfulness of 
their lives.* 

^ Freedom and liopo increase not only man's williniiiicsd but albo his power for 
work; pliysioloKists tell us tlmt n given exertion cousumeH h’ss of tlio store* of nervous 
energy tf dono untUr the stimulus of ^tloasuie than uf paui : and without hope there 
is no enterprise. Security of imd j>ropurty arc two conditions of this liopcfuU 

ness and freedom; but ueciuity uIwuvk involves refelrairits on freedom, and it is ono 
of the most diilicult probir-m^ of liviluiitiou lu discover how to obtain the sccunty 
which is a condition of freedom uiUiout too (ireut a sacriliec of freedom itself. Changes 
of work, of scene, and of iiersona! assoeiatiuns bring new thoughts, call attention to 
the imporfections of old methods, slimuiate a divine discontent,” and in every 
way develop creative c-iicrgy. 

* By converse witli otlicrs M'ho come from different places, and have different 
customs, travellers learn to put on its trial many a liabit of tliought or action which 
otherwise they would have always ncquicseod in as though it were a law of nature. 
Moreover, a shifting of places enables the more powerful and original minds to find 
full scope for their energies and to rise to important positions : whereas thoso who stay 
at home are often over much kept in their places. Few men aro prophets in tboir 
own land; neighbours and relations aro generally tlio last to pardon the faults and to 
recognize the merits of those who are loss docile and more enterprising than those 
around them. It is doubtless cbiefiy for tliis reason that in almost every part of 
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Freedom so far lias been regarded as freedom from external rv, v, 6, 6. 
bonds. But that higher freedom, which comes of self-mastery, is — 
an even more important condition for the highest work. The eleva- 
tion of the ideals of life on which this depends, is due on the one 
side to political and economic causes, and on the other to personal 
and religious influences ; among which the influence of the mother 
in early childhood is supreme. 

§ 5. Bodily and mental health and strength arc much influenced influence 
by occupation.^ At the beginning of this century the conditions 
of factory work were nccdlcs.sly unhealthy and oppressive for all, 
and especially for young children. But Factory and Education 
Acts have removed the worst of these evils from factories ; though 
many of them still linger about domestic industries and the smaller 
workshops. 

The higher wages, the greater intelligence, and the better medical 
facilities of townspeople should cause infant mortality to be much 
lower among them than in the country. But it is generally higher, 
especially where there are many mothers who neglect their family 
duties in order to earn money wages. 

§ 6. In almost all countries there is a constant migration towards influence 
the towms.* The largo towns and especially London absorb the {Ije®"'” 

Knjrlnnfl a (liaproportionatply share of the best eiicrpy and enterprise is to bo 
found ainonp tliono who wore horn elsewhere. 

lJut t'hanpc inay he oarriod to execss; and when population ahifts sso rapidly, 
that a mun is always shakinp liimself loose from liis reputation, ho loses some of tho 
beat external ni<lfl lo tho formation of a high moral cljnnieter. Tho extreme hopeful- 
ness and rcstlea&nebs of tliose who W’antier to lu-w countries lead to much w'nsto of 
effort in half aeciuirinp tctdinical skili, and half linishiiip tasks which oro 8ix;edily 
abandoned in favour of some new occupation. 

^ The rate of inortalily is low araoiip ministers of relipion and schoohnasters ; 
amonp the ngricultural classes, and in some other industries such as those of wheel- 
wrights, shipwTighte aiul coal-miners. It is high in lead and tin mining, in file* 
malung and carlhcimire nianufucturc. But neither tlicsc nor any other regular 
trade show as high a rale of mortality ns is found among London general labourers 
and costcimongers ; u hiie the highest of all is that of servonts in inns. Such occupa- 
tions aro not directly injurious to health, but they attract those who are weak in 
physique and in character and they encourage irregular hahits. A good account of 
tho iiitlucncc of occupation on dcalU-rutca is given m the siipplrment to tho forty- 
fifth (1885) Annual Rcj)ort of tho Registrar-General, pp. sxv-l.\iii, See also Farr's 
VtfoZ Statutics, pp. 382-411, Humphreys’ poper on Clann Mortality Statistics in the 
Statistical Journal for June 1887, and the literature of the Factory Acts generally. 

■ Havenant (Balance oj Trade, a.d. 1699, p. 20), following Gregory King, proves 
that according to oihcial iigures London has on ^ccbb of deaths over births of 2000 
a year, but an immigration of 5000; which is more than half of wlmt lio calculates, 
by Q rather risky method, to bo tho true net increase of tlio population of the country. 

He reckons that 530,000 people live in London, 870,000 in tho othor cities and market 
towns, and 4,100,000 in villages and hamlets. Compare these hgiiros w ith tho census 
of 1901 for England and Wales; wdiere wo find London with a population of over 
4,500,000; five more towns with an average of over 500,000; and sixty-nino more 
exceeding 60,000 witli an average of over 100,000. Nor is this all : for many suburbs 
whose population is not counti^ in, are often really ports of tho big towns ; and in 
some cases the suburbs of several adjacent towns nm into one another, making them 
all into one gigantic, though rather scattered tow n. A suburb of Manchester is 
counted as a largo town wdth 220,000 inhabitants; and tho same is true of AVest 
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rv, V, 8. very best blood from all the rest of England ; the most enterprising, 
— the most highly gifted, those with the highest •physique and the 
strongest characters go there to find scope for their abilities. An 
increasing number of those who are most capable and have most 
strength of character, live in suburbs, where excellent systems of 
drainage, water supply and lighting, together with good schools and 
opportunities for open air play, give conditions at least as conducive 
to vigour as are to be found in the country ; and though there are 
still many tovm districts only a little less injurious to vitality than 
were large towns generally some time ago, yet on the whole the 
increasing density of population seems to be for the present a 
diminishing source of danger. The recent rapid growth of facilities 
for living far from the chief centres of industry and trade must 
indeed slacken in time. But there seems no sign of any slackening 
in the movement of industries outwards to suburbs and even to 
new Garden Cities to seek and to bring with them vigorous workers. 

Statistical averages are indeed unduly favourable to urban 
conditions, partly because many of the town influences which lower 
vigour do not much affect mortality; and partly because the 
majority of immigrants into the towns are in the full strength of 
youth, and of more than average energy and courage ; while young 
people whose parents live in the country generally go home when 
they become seriously ill.^ 


Ham, a eubxirb of London with 275,000. Tiio bonndarioB of some larpc arc 

extended at irrc;rular inton-aia to include auch suburbs : and consequently tlie true 
population of a lar^e town znay bo growing fast, wliile its nomiiuil population grous 
slowly or even recedes, and then suddenly leaps forwards. Tints the nominal popula- 
tion of Liverpool waa 652,000 in 1881 ; 518,000 in 1801 ; and 085.000 in lOOl. 

Similar changes are taking place elsewhere. Thus the population of Paris lias 
grown twelve times as fast during the nineteenth century as that of P'rance. The 
towns of Germany arc increasing at the expense of the country l»y one half jjcr cint. 
of the population yearly. In the United Slates tlicrc was in IbOU no town with moro 
than 75,(i00 inhabitants; in 1005 there were tlirce which topellier contained more 
than 7,000,000 and eleven more with abotT 300,000 each, ilore than a third of the 
population of Victoria ore collected in ilelbourne. 

It must Ijc recollected that the characteristics of town life inrreopc in intcuMt; 
for good and for evil with every increase m tlie size of n tow n, and its suburbs. Fri 
country air has to pass over many moro sources of noisome vapo\ir before it reach'*'' 
the average Londoner than before it reaches the average inhabitant of n small town. 
The Londoner has generally to go far before he can reach tlie freecloni and tlie restful 
sounds and sights of the country. London therefore with 4,500,000 inhabitants adds 
to the urban character of England*B life far moro then a hundred times as much as a 
town of 45,000 inhabitants. 

^ For rcaaons of this kind Welton [BtaiUfical Journal, 1897) makes the extreme 
proposal to omit all persona between 16 and 35 years of ago in comparing the rate.s 
of mortality in different tow’ns. ITic mortality of females in London between the 
ages of fifteen and thirty -five is, chiefly for this reason, abnormally low. If however 
a town has a stationary population its vital statistics arc moro easily interpreted; 
and selecting Coventry as a typical town. Gallon has calculated that the adult children 
of artisan townsfolk are little more than half as numerous as those of labouring poojile 
who live in healthy country districta. When a place is decaying, the young and strong 
and hearty drift away from it; leaving the old and the infirm behind them, and 
consequently the birth-rate is generally low. On the other hand, a centre of industry 



NATTEAL AND ARTIFICIAL SELECTION 


167 


There is no better use for public and private money than in iv, v, 7 . 
providing public parks and playgrounds in large cities, in contracting 
with railways to increase the number of the workmen’s trains run 
by them, and in helping those of the working classes who are willing 
to leave the large towns to do so, and to take their industries with 
them.^ 

§ 7. And there are yet other causes for anxiety. For there is xaturs 
some partial arrest of that selective influence of struggle and com- 
petition which in the earlier stages of civilization caused those who tends to 
were strongest and most vigorous to leave the largest progeny be- ti,®;, weak, 
hind them; and to which, more than any other single cause, thell"*™^ 

■ , Til ° e • -i- ■ hasintor- 

progrcss of the human race is clue. In the later stages of civilization fered. 
the rule has indeed long been that the upper classes marry late, and 
in consequence have fewer children than the working classes : but 
this has been compensated for by the fact that among the working 
classes themselves the old rule was held ; and the vigour of the nation 
that is tending to be damped out among the upper classes is thus 
replenished by the fresh stream of strength that is constantly welling 
up from below. But in France for a long time, and recently in 
America, and England, some of the abler and more intelligent of the 
working class population have shown signs of a disinclination to 
have large families; and this is a source of danger.* 

Thus there are incrca.sing reasons for fearing, that while the 
progress of medical science and sanitation is saving from death a 
continually increasing number of the children of those who are feeble 
physically and mentally ; many of those who arc most thoughtful 


that is niiraPlinR is likciy to Uavc a very high hirth-rate, hecaviso it baa 

inoro tlmn its share of people in the full \niour of life. This is especially the case in 
the I'oal and iron towns, partly bee aviso they do not sutfer, as tho textile towns do, 
from a dolicioncy of males; and partly because miners as a class marry early. In 
some of them, though t he death-rato i.s high, the cx< e^s of the birth-mte over it exceeds 
2f) per thousand of the population. 'J’ho death-rate is generally highest in towns of 
the second owler, chiefly bocaiiao their sanitary arrangements are not yet as good as 
those of tho very largest towns. 

Prof. Haycnift {Varu'inintn and Uace Proqrcs'*) argues in tho opposite direction. 
He lays just stress on the clangers to tho human race wliieh would result from a 
diminution of those diseases, such as phthisis and sciofula. wliieh attack chiefly 
people of weak constitution, and thus exv’rcisc a sidcctnc intluencc on the race, unless 
it wore accompanied by corresponding improvements in other directions. Bub 
phthisis dooB not kill all its victims ; tliei'e is some net gain in a diminution of its power 
of weakening them. 

‘ See an article entitled “ Whore to House tho London Poor *' by tho present 
writer in tho Contemporary Iteview^ Feb. 188t. 

* In the Southern States of America, manual work became disgraceful to tho white 
man; so that, if unahlo to have slaves himself, lio led a paltry degenerate life, and 
seldom married. Again, on the Pncifle Slope, there were at one time just grounds for 
fearing that all but highly skilled w*ork would bo left to tho Chinese; am that the 
white mon would livo in an artiflcinl way in which a family became a great expense, 
in this case Chinese lives would have been substituted for American, and tho average 
quality of the human race would have been lowered. 
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and best endowed with energy, enterprise and self-control are tend- 
ing to defer their marriages and in other ways to limit the number 
of children whom they leave behind them. The motive is sometimes 
selfish, and perhaps it is best that hard and frivolous people should 
leave but few descendants of their own type. But more often it is 
a desire to secure a good social position for their children. This 
desire contains many elements that fall short of the highe.st ideals of 
human aims, and in some cases, a few that are distinctly base ; but 
after all it has been one of the chief factors of progress, and those 
who are affected by it include many of those whose children would 
probably be among the be.st and strongest of the race. 

It must be remembered that the members of a large family 
educate one another, they are usually more genial and bright, often 
more mgorous in every way than the members of a small family. 
Partly, no doubt, this is because their parents were of unusual 
vigour ; and for a like reason they in their turn are likely to have 
large and vigorous families. The progress of the race is due to a 
much greater extent than appears at first sight to the descendants 
of a few exceptionally large and vigorous families. 

But on the other hand there is no doubt that the parents can 
often do better in many ways for a small family than a large one. 
Other things being equal, an increase in the number of children who 
are born causes an increase of infantile mortality ; and that is an 
unmixed e\nl. The birth of children who die early from want of 
care and adequate means is a useless strain to the mother and an 
injury to the rest of the family.^ 

§8. There are other considerations of which account ought to 
be taken ; but so far as the points discussed in this chapter are con- 
cerned, it seems priind facie advisable that people should not bring 
children into the world till they can .see their way to giving them at 
lca.st as good an education both physical and mental as they them- 
selves had : and that it is best to marry moderately early provided 
there is sufficient self-control to keep the family within the requisite 
bounds without transgressing moral laws. The general adoption of 

* The extent of tlio infant mortality that arises from preventable causes may be 
inferred from the facts that the percentage of dcatlis under one yoar of ago to births 
is ucnrrally about a third as much again in urban as in rural districts; oncl yet in 
many urban districts which have a welUto-do population it is lower than the average 
for the whole country {l^cfjhtrar-Generai'g Rtport Jot 1905, pp. xlii-xlv). A few yeora 
ago it was found that, while the annual doatli-rato of children under five years of 
age was only about two per cent, in the families of peers and was less tlion three per 
cent, for the whole of the upper classes, it was between six and seven per cent, for 
the whole of England. On the other hand Prof. Leroy HoauUeu says that in France 
the parents of but one or two children are ant to indulge them, and be over-careful 
about them to the detriment of their boluDcss, enterprise and endurance, (tiee 
Slatirticaf Journol, Vol. 54, pp. 378, 9.) 
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these principles of action, combined with an adequate provision of iv, v, 8. 
fresh air and of healthy play for our town populations, could hardly 
fail to cause the strength and vigour of the race to improve. And 
we shall presently find reasons for believing that if the strength and 
vigour of the race improves, the increase of numbers will not for a 
long time to come cause a diminution of the av'crage real income of 
the people. 

Thus then the progress of knowledge, and in particular of The 
medical science, the ever-growing activity and wisdom of Govern- to-andlro 
ment in all matters relating to health, and the increase of material of^the 
wealth, all tend to lessen mortality and to increase health and good end 
strength, and to lengthen life. On the other hand, vitality is 
lowered and the death-rate raised by the rapid increase of town 
life, and by the tendency of the higher strains of the population to 
marry later and to have fewer children than the lower. If the 
former set of causes were alone in action, but so regulated as to 
avoid the danger of over-population, it is probable that man would 
quickly rise to a physical and mental excellence superior to any that 
the world has yet known ; while if the latter set acted unchecked, 
he would speedily degenerate. 

As it is, the two sets hold one another very nearly in balance. The 
the former slightly preponderating. While the population of Eng- 
land is growing nearly as fast as ever, those who are out of health in 
body or mind are certainly not an increasing part of the whole : 
the rest are much better fed and clothed, and, except in over- 
crowded industrial districts, are generally growing in strength. 

The average duration of life both for men and women has been 
increasing steadily for many years. 
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IV, yi, 1 . § 1. Having discussed the causes which govern the growl'll of 

a numerous and vigorous population, we have next to consider the 
training that is required to develop its industrial efficiency. 

The form The natural vigour that enables a man to attain great success in 
natural puTsuit would generally have served him in good stead in 

vigour almost any other, But there arc exceptions. Some people, for 

^panda instance, seem to be fitted from birth for an artistic career, and for 

Sing”' other; and occasionally a man of great practical genius is found 
to be almost devoid of artistic sensibility. But a race that has great 
ner^'ous strength seems generally able, under favourable conditions, 
to develop in the course of a few generations ability of almost any 
kind that it holds in specially high esteem. A race that has acquired 
vigour in war or in the ruder forms of industry sometimes gains 
intellectual and artistic power of a high order very quickly; and 
nearly every literary and artistic epoch of classical and modiu'val 
times has been due to a people of great nervous strength, who liavi' 
been brought into contact with noble thoughts before they have 
acquired much taste for artificial comforts and luxuries. 

The de- The grow'th of this taste in our own age has prevented us from 
OTf own advantage of the opportunities our largely increased 

apearo rcsourccs give us of consecrating the greater part of the highest 
Erover. abilities of the race to the highest aims. But perhaps the intellectual 
estimated, yjgour Qf gge appears less than it really is, in consequence of the 
growth of scientific pursuits. For in art and literature success is 
often achieved while genius still wears the fa.scinatlng aspect nf 
youth ; but in modern science so much knowledge is required for 
originality, that before a student can make his mark in the workl, 
his mind has often lost the first bloom of its freshness ; and further 
the real value of his work is not often patent to the multitude as 
that of a picture or poem generally is.^ In the same w'ay the solid 

^ In this conncption it is worth while to notico tliat tho full importnnuo of nn 
epoch'making idea is often nob i3ercciveil in the generation in which it is made : it 
starts the thoughts of tho worla on a now track, but the chnngo of direction is not 
obvious until tho turning-point has been left some way bcliind. In the same way 
the mechanical inventions of every ago are apt to bo underrated i*elativoly to those of 
earlier times. For a new discovery is seldom fully effective for practical purposes 
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qualities of the itiodeTn manhine-tending artisan are rated more iv, n, 2. 
cheaply than the lighter virtues of the mediajval handicraftsman. 

This is partly because we are apt to regard as commonplace those 
excellences which are common in our own time ; and to overlook the 
fact that the term “ unskilled labourer ” is constantly changing its 
meaning. 

§ 2. Very backward races arc unable to keep on at any kind of Skilled and 
work for a long time ; and even the simplest form of what we regard 
as unskilled work is skilled work relatively to them; for they have 
not the requisite assiduity, and they can acquire it only by a long 
course of training. But where education is universal, an occupation 
may fairly be classed as unskilled, though it requires a knowledge of 
reading and writing. Again, in districts in which manufactures Skill nith 
have long been domiciled, a habit of responsibility, of carefulness ore 
and promptitude in handling expensive machinery and materials 
becomes the common property of all ; and then much of the work of do not 
tending machinery is said to be entirely mechanical and unskilled, 
and to call forth no human faculty that is worthy of esteem. But 
in fact it is probable that not one-tenth of the present populations 
of the world have the mental and moral faculties, the intelligence, 
and the self-control that are required for it : perhaps not one-half 
could be made to do the work well by steady training for two 
generations. Even of a manufacturing population only a small part 
are capable of doing many of the tasks that appear at first sight to 
be entirely monotonous. Machine-weaving, for instance, simple as 
it seems, is divided into higher and low'cr grades ; and most of those 
who work in the lower grades have not “ the stuff in them ” that is 
required for weavmg with several colours. And the differences are 
even great in industries that deal with hard materials, wood, metals, 
or ceramics. 

Some kinds of manual work require long-continued practice in Mere 
one set of operations, but these cases are not very common, and ^1“““' 
they are becoming rarer : for machinery is constantly taking over losmg im- 
work that requires manual skill of this kind. It is indeed true that relatively 
a general command over the use of one’s fingers is a very important 
element of industrial efficiency ; but this is the result chiefly of gence and 
nervous strength, and self-mastery. It is of course developed by SlrKter. 
training, but the greater part of this may be of a general character 

till many minor improvemonts and subsidiary discoveriDS havo gathered themselves 
around it : an invention that makes an epoch is very often a generation older than 
the epooh which it makes. Thus it is that each generation seems to be chiefly occupied 
in working out the thoughts of the preceding one i while the full importance of its own 
thoughts is as yet not clearly seen. 
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and not special to the particular occupation ; just as a good cricketer 
soon learns to play tennis well, so a skilled artisan can often move 
into other trades without any great and lasting loss of efficiency. 

Manual skill that is so specialized that it is quite incapable of 
being transferred from one occupation to another is becoming 
steadily a less and loss important factor in production. Putting 
aside for the present the faculties of artistic perception and artistic 
creation, we may say that what makes one occupation higher than 
another, what makes the workers of one town or country more 
efBcient than those of another, is chiefly a superiority in general 
sagacity and energy which are not specialized to any one occupation. 

To be able to bear in mind many things at a time, to have every- 
thing ready when wanted, to act promptly and show resource when 
anything goes wrong, to accommodate oneself quickly to changes in 
detail of the work done, to be steady and trustworthy, to have 
always a reserve of force which will come out in emergency, thest- 
are the qualities which make a great industrial people. They are 
not peculiar to any occupation, but are wanted in all ; and if they 
cannot always be easily transferred from one trade to other kindred 
trades, the chief reason is that they require to be supplemented by 
some knowledge of materials and familiarity with special processes. 

We may then use the term genera! ability to denote those faculties 
and that general knowledge and intelligence which are in varying 
degrees the common property of all the higher grades of industry : 
while that manual dexterity and that acquaintance with particular 
materials and processes which are required for the special purposes 
of individual trades may be classed as specialized nhility. 

§3. General ability depends largely on the surroundings of 
childhood and youth. In this the first and far the most powerful 
influence is that of the mother.^ i^^cxt comes the influence of the 
father, of other children, and in some cases of servants. “ As years 
pass on the child of the working man learns a great deal from whnt 
he sees and hears going on around him ; and when we inquire into 

^ Apcorclinff to (Jallon tlip ‘.tatomrul that nil grout mon jjavo liud ^rent motlicrs 
pocs too far ; Imt that eiiowB only tliat the mother’s inflnonco docs not outweiph all 
others; not that it is not preater than any ono of thorn. He says that tlio mother’s 
influence is most easily tracenWo amonp thcolopians and men of science, because an 
earnest mother leads her child to feel deeply about preot things; and a thoughtful 
mother docs not reprosa, but encourages that childish curiosity which is tho raw 
material of scientific habits of thought. 

“ There aro many fine natures among domestic servants. But those who live in 
very rich houses arc apt to get selLiiidulgcnt habits, to overestimate tho importance 
of wealth, and generally to put tho lower aims of life above tho higher, in a way that 
is not common with independont working people. The company in which the children 
of some of our best houses spend much of their time, is less ennobling then that of 
the ayerap cottage. Yet in these very houses, no sei^-ant who is not specially 
qualified, is allowed to take charge of a young retriever or a young horse. 
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the advantages for starting in life which children of the well-to-do iv, vi, t. 
classes have over those of artisans, and which these in their turn 
have over the children of unskilled labourers, we shall have to 
consider these influences of home more in detail. But at present we 
may pass to consider the more general influences of school education. 

Little need be said of general education ; though the influence School, 
even of that on industrial efficiency is greater than it appears. It 
is true that the children of the working classes must very often leave 
school, when they have but learnt the elements of reading, writing, 
arithmetic and drawing; and it is sometimes argued that part of 
the little time spent on these subjects would be better given to 
practical work. But the advance made at school is important not 
so much on its own account, as for the power of future advance 
which a school education gives. For a truly liberal general educa- 
tion adapts the mind to use its best faculties in business and to use 
business itself as a means of increasing culture ; though it does not 
concern itself with the details of particular trades : that is left for 
technical education.^ 

§ 4. Technical education has in like manner raised its aims in Tecimicai 
recent years. It used to mean little more than imparting that 
manual dexterity and that elementary knowledge of maehinery and 
processes which an intelligent lad quickly picks up for himself when 
his work has begun ; though if he has learnt it beforehand, he can 
perhaps earn a few shillings more at starting than if he had been 
quite ignorant. But such so-called education does not develop 
faculties ; it rather hinders them from being developed. A lad, who 
has picked up the knowledge for himself, has educated himself by 
so doing ; and he is likely to make better progress in the future than 
one who has been taught in a school of this old-fashioned kind. 
Technical education is however outgrowing its mistakes; and is 
aiming, firstly, at giving a general command over the use of eyes 
and fingers (though there are signs that this work is being taken 

* The absence of a careful penrral ctlucadon for the chiUlren of tlio workiiiLf elnssea 
has been Imrdly loss ilotriiuL'iUal to indiiBtniil prufiresB than the narrow range of tlio 
old grammar-school education of the middle clubses. Till recently indeed it was tlio 
only one by which tho average schoolmaster could induce his pupils to use their minds 
in anything higher than thu absorption of knowledge. It was therefore rightly called 
liberal, because it was the best that was to be had. But it failed in its aim of familiariz- 
ing tho citizen with tho great thoughts of antiquity; it was generally forgotten as 
soon as school-time was over ; and it raised nn injurious antagonism between business 
and culture. Now however tho advance of knowledge is enabling us to use science 
and art to supplement tho curriculum of tho grammar-school, and to give to those 
who can afford it an education that dcvGlo|)s their best faculties, and starts thorn on 
the track of thoughts which w'ill most stimulate tho higher activities of their minds in 
after-life. Tho time spent on learning to sjicll is almost wasted : if spelling and 
pronunciation aro brought into harmony in the English language as in most others, 
about a year will be added to the effective school duration without any additional 
cost. 
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over by general education, to which it properly belongs); and 
secondly at imparting artistic skill and knowledge, and methods of 
investigation, which are useful in particular occupations, but are 
seldom properly acquired in the course of practical work. It is 
however to be remembered that every advance in the accuracy and 
versatility of automatic machinery narrows the range of manual 
work in which command over hand and eye is at a high premium ; 
and that those faculties which are trained by general education in 
its best forms are ever rising in importance.' 

According to the best English opinions, technical education for 
the higher ranks of industry should keep the aim of developing the 
faculties almost as constantly before it as general education does. 
It should rest on the same basis as a thorough general education, but 
should go on to work out in detail special branches of knowledge for 
the benefit of particular trades.* Our aim should be to add the 
scientific training in which the countries of 'Western Europe are 
ahead of us to that daring and restless energy and those practical 
instincts, which seldom flourish unless the best years of youth are 
spent in the workshop ; recollecting always that whatever a youth 
learns for himself by direct experience in well-conducted works, 
teaches him more and stimulates his mental activity more than if 
it were taught him by a master in a technical school with model 
instruments.* 

The old apprenticeship sjrstem is not exactly suited to modern 
conditions and it has fallen into disuse ; but a substitute for it is 
wanted. Within the last few years many of the ablest manufac- 
turers have begun to set the fashion of malcing their sons work 
through every stage in succession of the business they will rdtimatcly 

' As Nasmyth soys; if a lad, having dropped two peas at random on a tohlr, can 
readily put a third pea midway in a line between them, he is on the way to hwouv' 
a good meclinnic. ('ommond over eye and hand is gained in the ordinary Kiii'li'ih 
games, no loss tlmn in the playful work of tho Kindergarten. Drawing has alua\s 
been on the liordor line bctw'een work and play. 

* One of tho weakest points of tcelmical education is lliat it does not ctluriuo 
the 801140 of pTO{jortiau and the desire for sinipliiily of detail. Ihe Iviiglish, nml 
to an esen greater extent, tho Americans, liavc acquired in nctiml buBincbS the fnciiliy 
of rejecting inlricaries in machinery and proecssrs, whicli aro not wortii what \hvy 
cost, and practical instinct of this kind often enables them to suececd in coinpetilioii 
with Continental rivals who arc much better educated. 

“ A good plan is that of spending tho six winter months of several years after 
leaving school in learning science in College, and the six summer montlis as articled 
pupils in large workshops. Tho present writer introduced this plan about forty years 
ago ut University College, Bristol (now the University of Bristol ). But it has practical 
difficiilties which can be overcome only by tho cordial and generous co-operation of 
the heads of largo firms with the Ollcge authorities. Anotlier excellent plan is that 
odopted in the school attached to the works of Messrs. Mather and IMntt at Manchester. 
“'Iho drawings made in tho school ore of work actually in progress in the shojw. 
Ono day tho teacher gives tlie necessary explanations and calculations, an<l tlio 
next day the scholars see, as it woro on tho anvil, tho verj’ thing whicli has been tho 
subject of his lecture.” 
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have to control ; but this splendid education can be had only by a rv, vi, s. 
few. So many and various are the branches of any great modern 
industry that it would be impossible for the employers to undertake, 
as they used to do, that every youth committed to their care should 
learn all ; and indeed a lad of ordinary ability would be bewihlered 
by the attempt. But it does not seem impractieable to revive the 
apprenticeship system in a modified form.^ 

The great epoch-making inventions in industry came till recently Inventions 
almost exclusively from England. But now other nations are join- LuJ "the'f 
ing in the race. The excellence of the common schools of the “untnes. 
Americans, the variety of their lives, the interchange of ideas 
between different races among them, and the peculiar conditions 
of their agriculture have developed a restless spirit of inquiry ; while 
technical education is now being pushed on with great vigour. On 
the other hand, the diffusion of scientific knowledge among the 
middle and even the working classes of Germany, combined with 
their familiarity with modern languages and their habits of travelling 
in pursuit of instruction, has enabled them to keep up with English 
and American mechanics and to take the lead in many of the 
applications of chemistry to busiue.ss.* 

§ 5. It is true that there are many kinds of work which can be A luRh 
done as efficiently by an uneducated .as by an educated workman : ^iuTn. 
and that the higher branches of education are of little direct use 
except to employers and foremen and a comparatively small number of tho 
of arti.sans. But a good education confers great indirect benefits 
even on the ordinary workman. It stimulates his mental activity ; '“Jostry 

^ Tlio employer hinds himself to sec that tl»o apprentuc is tlioroujflily tauelit in 
the workshop nil the snbdivibioiis of one i;rcRt division of his trade, instead of Icttiiifr 
him learn only ono of those suhdivisioiis, us loo often Imppcns now. Tho apprentice’s 
training would then often be as liroad as if ho had been taught tlio whole of the trade 
as it existed a few generations ago; and it might bo supplemented by a theoretical 
knowledge of all branches of the trade, acquired in a terdinical scliool. Something 
resembling the old apprenticeship system has recently come into vogue for young 
Englishmen who dcsh'c to learn the business of farming under the peculiar conditions 
of a now country : and there aro some signs that the plan may be extended to the 
business of farming in this country, for which it is in many respects admirably adn]>tDd. 

But thoTO remains a great deal of education suitable to the fanner and tu tho farm- 
labourer which can best bo given in agricultural colleges and dairy scliools. 

Meanwhile many great ngoncios for tho technical education of adults are being 
rapidly develoi:)ed, such as pulilie exhibitioiiH, timlo us.su(mtions and congresses, 
and trade journals. Each of thorn has its own work to do. In agriculturo and 
some other trades tlie greatest aid to progress is perhaps found in public shows. But 
those industrios, which ore more advanced and in tho liands of persons of studious 
habits, owe more to the diffusion of practical and scientific knowledge by trade 
journals; which, aided by changes in the methods of industry and also in its social 
conditions, are breaking up trado secrets and helping men of small means in com- 
petition with thoir richor rivals. 

^ Tho heads of almost every progressive firm on tho Continent have carefully 
studied processes and machinery in foreign lands. Tho English are great travellers; 
but partly perhaps on account of their ignorance of other languages they seem hardly 
to set enough store on the technical education that can bo gained by the wdso uso 
of travel. 



INDUSTRIAL TRAINING 


IV, VI, 5. 

indirectly 

rather 

than 

directly. 


Muoh of 
the beat 
natural 
ability in 
the nation 
ia born 
amoi^ the 
working 
claaaes, 
and too 
often runs 
to waste 
now. 


176 

it fosters in him a habit of wise inquisitiveness; it makes him more 
intelligent, more ready, more trustworthy in his ordinary work ; it 
raises the tone of his life in working hours and out of working 
hours; it is thus an important means towards the production of 
material wealth ; at the same time that, regarded as an end in itself, 
it is inferior to none of those which the production of material wealth 
can be made to subserve. 

We must however look in another direction for a part, perhaps 
the greater part, of the immediate economic gain which the nation 
may derive from an improvement in the general and technical 
education of the mass of the people. We must look not so much 
at those who stay in the rank and file of the working classes, as at 
those who rise from a humble birth to join the higher ranks of .skilled 
artisans, to become foremen or employers, to advance the boundaries 
of science, or possibly to add to the national wealth in art and 
literature. 

The laws which govern the birth of genius are inscrutable. It 
is probable that the percentage of children of the working classi's 
who are endowed with natural abilities of the highest order is not 
so great as that of the children of people who have attained or have 
inherited a higher position in society. But since the manual laboiii' 
classes are four or five times as numerous as all other clas.scs put 
together, it is not unlikely that more than half the best natural 
genius that is bom into the coimtry belongs to them ; and of this a 
great part is fruitless for want of opportunity. There is no extrava- 
gance more prejudicial to the growth of national wealth than that 
wasteful negligence which allows genius that happens to be born of 
lowly parentage to expend itself in lowly work. No change would 
conduce so much to a rapid increase of material wealth as an im- 
provement in our schools, and especially those of the middle grades, 
provided it be combined with an extensive system of scholarships, 
which will enable the clever son of a working man to rise gradually 
from school to school till he has the best theoretical and practical 
education which the age can give. 

To the abilities of children of the working classes may l)e ascribed 
the greater part of the success of the free towns in the Middle Ages 
and of Scotland in recent times. Even within England itself there 
is a lesson of the same kind to be learnt : progress is most rapid in 
those parts of the country in which the greatest proportion of the 
leaders of industry are the sons of working men. For instance, the 
beginning of the manufacturing era found social distinctions more 
closely marked and more firmly established in the South than in the 



LATENT GENIUS AMONG THE WORKING CLASSES 177 

North of England. In the South something of a spirit of caste has iv, vi, 6. 
held hack the working men and the sons of working men from rising 
to posts of command; and the old established families have been 
wanting in that elasticity and freshness of mind which no social 
advantages can supply, and which comes only from natural gifts. 

This spirit of caste, and this deficiency of new blood among the 
leaders of industry, have mutually sustained one another; and 
there are not a few towns in the South of England whose decadence 
within living memory can lie traced in a great measure to this cause. 

§ 6. Education in art stands on a somewhat different footing Education 
from education in hard thinking : for while the latter nearly always 
strengthens the character, the former not unfrcquently fails to 
do this. Nevertheless the development of the artistic faculties of 
the people is in itself an aim of the very highest importance, and is 
becoming a chief factor of industrial efficiency. 

AVe are here concerned almost exclusively with those branches of 
art which appeal to the eye. For though literature and music 
contribute as much and more to the fulness of life, yet their develop- 
ment does not directly affect, and does not depend upon, the methods 
of business, the processes of manufacture and the skill of artisans. 

The artisan of Europe in the Middle Ages, and of eastern coun- wtere 
tries now, has perhaps obtained credit for more originality than he i'Si,rUii 
has really possessed. Eastern carpets, for instance, are full of grand 
conceptions : but if we examine a great many examples of the art- piMed by 
of any one place, selected perhaps from the work of several centuries, ‘.”1 
we often find very little variety in their fundamental ideas. But 
in the modern era of rapid changes— some caused by fashion and 
some by the beneficial movements of industrial and social progress — 
everyone feels free to make a new departure, everyone has to rely 
in the main on his own resources : there is no slowly matured public 
criticism to guide hira.^ 

This is however not the only, perhaps not the chief disadvantage and 
under which artistic design labours in our own age. There is no 
good reason for believing that the children of ordinary workmen in 

^ In fact every designer in a primitive ago is govvnu'd l)y precedent ; only very 
daring people depart from it ; oven they do not dqmrt far, uuci their innovations aro 
subjected to tho test of oxporionco, whieli, in the lung run, is infallible. For though 
the crudest and most ridiculous fashions in art and in litemturo will ho ncceptud by 
the people for a time at the bidding of their social superiorri, nothing but true artistio 
excellence has enabled a ballad or a melody, a style of dress or u pattern of furniture 
to retain its popularity among a whole nation for uuiny generations together. These 
innovations, then, which were inconsistent with the true wpiril of art were sup])roBscd, 
and those that were on tho right truck wore retained, and hccHiuo the starting-point 
for further progress; and thus traditional instincts pliiyed a great part in preserving 
the purity of tho industrial arts in Uriental countries, and to a loss ex lent in mediocvfn 
Kuropo. 
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the middle Ages had more power of artistic origination than those 
of ordinary village carpenters or blacksmiths of to-day; but if one 
among ten thousand happened to have genius, it found vent in his 
work and was stimulated by the competition of the gilds and in 
other ways. But the modem artisan is apt to be occupied in the 
management of machinery; and though the faculties which he 
develops may be more solid and may help more in the long run 
towards the highest progress of the human race, than did the taste 
and fancy of his mediaeval predecessor, yet they do not contri))ute 
directly towards the progress of art. And if he should find in him- 
self a higher order of ability than among his fellows, he will probably 
endeavour to take a leading part in the management of a trades- 
union or some other society, or to collect together a little store of 
capital and to rise out of that trade in which he was educated. 
These are not ignoble aims ; but his ambition would perhaps have 
been nobler and more fruitful of good to the world, if he had stayed 
in his old trade and striven to create works of beauty which should 
live after he had gone. 

It must however be admitted that he would have great difficulties 
in doing this. The shortness of the time which we allow ourselves 
for changes in the arts of decoration is scarcely a greater evil than 
the width of the area of the world over which they are spread ; fur 
that causes a further distraction of the hasty and hurried efi'orts of 
the designer, by compelling him to be always watching the w urld 
movements of the supply of and demand for art products. This is a 
task for which the artisan, who works with his own hands, is not 
well fitted ; and in consequence now-a-days the ordinary firtisan 
finds it best to follow and not to lead. Even the supreme skill of 
the Lyons weaver shows itself now almost exclusively in an in- 
herited power of delicate manipulation, and fine perception of 
colour, that enable him to carry out perfectly the ideas of professional 
designers. 

Increasing w'ealth is enabling people to buy things of all kinds to 
suit the fancy, with but a secondary regard to their powers of 
wearing; so that in all kinds of clothing and furniture it is cveiy 
day more true that it is the pattern which sells the things. The 
influence of the late William Morris and others, combined with the 
lead which many English designers have derived from Oriental and 
especially Persian and Indian masters of colour is acknowledged by 
Frenchmen themselves to have attained the first rank for certain 
classes of English fabrics and decorative products. But in other 
directions France is supreme. Some English manufacturers who 
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hold their own against the world would, it is said, be driven out of iv, vi, 7 . 
the market if they had to depend on English patterns. This is 
partly due to the fact that Paris having the lead in fashions, as the 
result of an inherited quick and subtle taste in w'omen’s dress, a 
Parisian design is likely to be in harmony with the coming fashions 
and to sell better than a design of equal intrinsic worth from else- 
where.^ 

Technical education, then, though it cannot add much directly 
to the supply of genius in art, any more than it can in science or 
in business, can yet save much natural artistic genius from running 
to waste ; and it is called on to do this all the more because the train- 
ing that was given by the older forms of handicraft can never be 
revived on a large scale.® 

§ 7. We may then conclude that the wisdom of expending Edueotion 
public and private funds on education is not to be measured by its divest”™* 
direct fruits alone. It will be profitable as a mere investment, to ment, 
give the masses of the people much greater opportunities than they 
can generally avail themselves of. For by this means many, who 
would have died unknown, are enabled to get the start needed for 
bringing out their latent abilities. And the economic value of one 
great industrial genius is sufficient to cover the expenses of the 
education of a whole town ; for one new idea, such as Bessemer’s 
chief invention, adds as much to England’s productive power as the 
labour of a hundred thousand men. Less direct, but not less in 
importance, is the aid given to production by medical discoveries 
sucli as tho.se of Jenuer or Pasteur, which increase our health and 
working power ; and again by scientific work such as that of mathe- 


^ Fr('n(*li (IcKi^ncre find it best to live in Paris : if they slay for lonj; out of contact 
witli tlio central movements of fasiiion tlicy seem to fall beiiindliancl. illost of them 
have been educated as artists, but have failed of thoir highest ambiUon. Jt is only 
in exceptional cases, as for instance for tlio Sdvres china, that thoso who have suc- 
ceeded as artists find it worbli thoir while to design. Englishmen can, however, hold 
their own in designing for Oriental markets, and there is ovidcnco that the English 
aro at least equal to tho French in originality, though they are inferior in quickness 
in seeing how to group forms and colours so as to obtain an oifoctive result. (See the 
lii'poH on Technical Edui'aiion, Vol. i. pp. 256, 261, 324. 325 and Vol. iil. pp. 151, 
152, 202, 203, 211 and ptMaiim.) Jt is piobablo that the profession of tho modern 
designer has not yet risen to the best position which it ir capablo of liolding. For it 
has been to a disproportionate extent under the influence of one nation ; and that 
nation is one whoso works in tho highest bronchos of art have seldom bonio to bo 
transplanted. Thoy have indeed often been opplaudcd and imitated at tho time by 
otlior nations, but thoy have as yet seldom struck a key-note for the best work of 
later generations, 

^ The painters tliomsclvcs havo put on record in the portrait-galleries the fact tliat 
in mediaeval timos, and oven lator, thoir art attracted a larger share of the best mtellect 
than it docs now ; when tho ambition of youth is tempted by tho excitement of modem 
business, when its zoal for imperishable achievements finds a field in tho discoveries 
of modern science, and, lastly, when a great deal of excellent talent is insensibly 
diverted from higli aims by tlio ready pay to bo got by hastily writing half-thoughts 
for periodical literature. 
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IV, VI, 8. matics or biology, even though many generations may pass away 
— before it bears visible fruit in greater material wellbeing. X\\ that 
is spent during many years in opening the means of higher education 
to the masses would be well paid for if it called out one more Newton 
or Darwin, Shakespeare or Beethoven. 

There are few practical problems in which the economist has a 
more direct interest than those relating to the principles on which 
the expense of the education of children should be divided between 
the State and the parents. But we must now consider the con- 
ditions that determine the power and the will of the parents to licar 
their share of the expense, whatever it may bo. 
and a duty Most parents are willing enough to do for their children what 
of parents, parents did for them ; and perhaps even to go a little 

beyond it if they find themselves among neighbours who liajipcu 
to have a rather higher standard. But to do more than this rccjuires, 
in addition to the moral qualities of unselfishness anil a warmth of 
affection that arc perhaps not rare, a certain haljit of mind which isas 
yet not very common. It requires the haljit of distinctly realizing 
the future, of regarding a distant event as of nearly the .same im- 
portance as if it were close at hand (discounting the future at a low 
rate of interest) ; this habit is at once a chief product anil a chief 
cause of civilization, and is seldom fully developed except timong 
the middle and upper classes of the more cultivated nations. 

Mobility § 8- Patents generally bring up their children to occuiiation.s in 
gSa and grade, and therefore the total supply of labour in any 

within grade in one generation is in a great measure determined Ijy the 
numbers in that grade in the preceding generation, yet within the 
grade itself there is greater mobility. If the advantages of any one 
occupation in it rise above the average, there is a quick influx of 
youth from other occupations within the grade. The vertical move- 
ment from one grade to another is seldom very rapid or on a very 
large scale ; but, when the advantage.s of a grade have libcn rela- 
tively to the difficulty of the work required of it, many small stream.^ 
of labour, both youthful and adult, will begin to flow towtirds it ; 
and though none of them may be very large, they will together have 
a sufficient volume to satisfy before long the increased demand for 
labour in that grade. 

Provisional e must defer to a later stage a fuller discussion of the obstacles 
c usion. conditions of any place and time oppose to the free 

mobility of labour, and also of the inducements which they offer to 
anyone to change his occupation or to bring up his son to an occupa- 
tion different from his own. But we have seen enough to conclude 
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that, other things being equal, an inerease in the eainings that are to iv, vi, 8. 
be got by labour increases its rate of growth , or, m other words, a nse 
in its demand puce incieases the supply of it. If the state of knou - 
ledge, and of ethical, social and domestic habits be gi\ en , then the 
vigour of the people as a uhnle if not their numbers, and both the 
numbeis and vigoiu of any tiade in particular, may be said to have 
a supply price m this sense, that there is a certain le^ el of the demand 
pnce uhich uill keep them stationary, that a higher price would 
cause them to mciease, and that a louer price rvould cause them to 
decrease Thus economic causes play a part in governing the 
grouth of population as a uhole as uell as the supply of labour m 
any paiticulai giade But their influence on the numbers of the 
population as a uholc is laigely indiiect, and is exerted by way of 
the ethical, social and domestic habits of life For these habits are 
themselves influenced b) economic causes deeply, though slowly, 
and m uays some of uhich aie difficult to trace, and impossible to 
piedict ^ 

' Mill SO much improsacd h\ tlio cliOiciiltics that hcact a paront m tho attempt 
to hiin^ up Ills son to an ou upition v\ idcK diffiicnt in cimiacter from his oMin, that 
he said (/ niKip/u II \(\ 2) — So iomplcto» indeed has hitherto been the separa> 
tion, so Btionplj maiKcd tho line at dcmaiCAtion> hcUcin the different giades of 
labourcre. as to bo alnu st cc{ui\alcnt to nn luicditaiv distinction of caste^ each 
enipla\mcnt beinq, diufh icduitcd fiom the diildfcn of those already empIo\cd in 
it 01 inempIovnuntsofthosanK tank wuh it in sofiaUstimation, or from tho children 
of poisons Mho, if oiif.milU of a h vci rank )m\( succeeded m raising tliemscives by 
th( II I Noitioiis lh( liljci \I ( ioi('«sions oic mo'sth supnlicd b\ tho sons of either the 
piofossionxl 01 the idU chsKs ili^ i\oic higUK skilled manual employments aie 
idled up irom tlio sons of si illul ai twins oi the thss of ti idcsmcn uho lonk with 
Hum tlio loMii (li s(s of s' illc ) (.in{ loMivntsaie m ti simil&i insc and unskilled 
liboui i>^ Milli oc isi nil (\i(ptinis rcmiiii fiom fnllur to son in their piistme 
(Oiiliti II Consr f(m iul\ tlu m i fs of ta h clu^-s Iiw* hithcito been reculntcd by 
the ituiciisc of its own ] 0 | ulitirn i itliii thin tint of (hi ^cuoi'il population of tho 
countis Ihii]ic_(us n ilii ihui^os iioucMr now so lapidly taking placo in 
usages in 1 uU is uic un luiiiiiiin^ all thisi diNtiurtioiis 

ills piisiicnci Ins been \indi< itc<l hi tlu pioui '■s of change since ho wiotc Iha 
broad lines of dii isinn winch he pgintid out have I cen almost obliterated b\ the rapid 
action of ihoso (niiscs whiili nswcfaiw eailiii in tlio ihaptei, arc i educing tho amount 
of skill nntl uljility lequiud in some occuputions and mcicnsing it in othcis Wo 
cannot any loivcrie^ai Idiilcunl oieupatioiib isdistiihuKd among fou'* great planes, 
hut w( ini\ ]icil n] s tlmil of Lliun as icsimhiing a loju flight of steps of unccjual 
1 readth seine ol lliiin being so liioad as to act as landm^ stages Or cicn bettei 
still wc mi,_lit pKtuiL to ouiscKcs two flights of stairs ono repiCbOnting tho hard 
handed indusli Kb and tlu otiiri the soft liindcd mdiistiips ' , beiousc the \citica! 
division betw ( en tlu se two is in fact at biotid and as cUaily maikcd as the horizontal 
division between am two gin los 

Mills elassifiiatioii had lost a great part of its value when Cairnos adopted it 
{Leading Principles p 72) \ eUissifii.'ttion more suited to our existing conditions 

18 offcied In biddings (Po/ibtaf iScienec ^ ol ii pp 69-71) It is open to 

tho objection tint it diaws hioacl linos of division wIkil niitiiro has mado no broad 
lines, but it is prihaps as good ns nnv division of induvlrv into four grades can bo 
Hls divisions nio (i)au/omcif{i. manual labour including common labouiersond machine 
tenders, (n) raponetble manual hibiui, including those wlio can be entrusted with 
some responsibility and laboui of si If duiitioii, (lu) axttomalic biatn uorkerSt such as 
book keepers, and (iv ) n'^poiwbh Uam uviUte, including tho supenntendents and 
diiectois 

The conditions and methods of tho Inigc and incessant movement of the population 
upwards and downwaids from grade to grade arc studied moio fully* below, VI IV. 

V and MI 
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The growing demand for boya to run errands, and to do other work that has no 
educational value, has increased the danger that parents may bond tliuJr suns into 
avenues that have no outlook for good employment in later years : and something 
is being done by public agency, and more by tho devotion and energy of men and 
women in unoflicial association, in giving out notes of warning against such blind 
alley occupations, and assisting lads to ^epare themselves for skilled work. These 
efforts may be of great national value. Rut care must be taken tliat this guidance 
and help is as accessibJe to the highw strains of the working class population when in 
need of it as to the lower; lest the race should degenerate. 
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THE GROWTH OF WEALTH 

§ 1. In this chapter it is not necessary to distinguish the points iv, vn, i, 
of view in which wealth is regarded as the object of consumption 
and as an agent of production ; we are concerned with the growth of 
wealth simply, and we have no need to emphasize its uses as capital. 

The earliest forms of wealth were probably implements for Forms of 
hunting and fishing, and jjersonal ornaments; and, in cold countries, 
clothing and huts.^ During this stage the domestication of animals 
began; but at first they were probably cared for chiefly for their ^ 
own sake, because they were beautiful, and it was pleasant to have 
them ; they were, like articles of personal ornament, desired because 
of the immediate gratification to be derived from their possession 
rather than as a provision against future needs.® Gradually the 
herds of domesticated animals increased; and during the pastoral 
stage they were at once the pleasure and the pride of their possessors, 
the outward emblems of social rank, and by far the most important 
store of wealth accumulated as a provision against future needs. 

As numbers thickened and the people settled down to agriculture. Forms of 
cultivated land took the first place in the inventory of wealth : and 
that part of the value of the land which was due to improvements of 
(among which wells hold a con.spicnoiLS place) became the chief tioa. 
element of capital, in the narrower sense of the term. Next in 
importance came houses, domesticated animals, and in some places 
boats and ships ; but the implements of production, whether for use 
in agriculture or in domestic manufactures, remained for a long time 
of little value. In some places, however, precious stones and the 
precious metals in various forms became early a leading object of 


• A sliort but fiiiugcstivn etudy of tlic growth of wealth in its early forms, and of 
the aria of life, is givrn in Tylor’s .-I niliropi)lii(iy. 

• Bftgehot [Erimomk Studies, pii. lCS-5). after quoting tho ovidcnce which Gallon 
has collected on tho keeping of ])ct animals by savage tribes, points out that wc find 
hero a good illustration of tho fad that however careless a savugo raco may bo for 
the future, it cannot avoid making some provi.sion for it. A bow, a fishing-net, 
which will do its work well in getting food for lo-dny, must be of service for many 
days to como ; a horse or a canoe that wilt carry one well to-day, must be a stored-up 
Bouree of many future enjoyments. The least provident of barbaric despots may 
raise a massive pile of buildings, because it is the most palpable proof of his present 
wealth and power. 
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desire and a recognized means of hoarding weiiltli; while, to say 
nothing of the palaces of monarchs, a large part of social wealth in 
many comparatively rude civilizations took the form of edifices for 
public purposes, chiefly religious, and of roads and bridges, of canals 
and irrigation works. 

For some thousands of years these remained the chief forms of 
accumulated wealth. In towns indeed houses and household 
furniture took the first place, and stocks of the more expensive of 
raw materials counted for a good deal ; but though the inhabitants 
of the towns had often more wealth per head than tho.se of the 
country, their total numbers wore small ; and their aggregate wealth 
was very much less than that of the country. During all this time 
the only trade that used very expensive implements was the trade 
of carrying goods by water : the weaver’s looms, the husbandman’s 
ploughs and the blacksmith’s anvils were of simple construction and 
were of little account beside the merchant’s ships. But in the 
eighteenth century England inaugurated the era of expensive 
implements. 

The implements of the English farmer had been rising slowly in 
value for a long time ; but the progress was quickened in the eigh- 
teenth century. After a while the use first of water power and 
then of steam power caused the rapid substitution of expensive 
machinery for inexpensive hand tools in one department of produc- 
tion after another. As in earlier times the most expensive imple- 
ments were ships and in some cases canals for navigation anil 
irrigation, so now they are the means of locomotion in general 
railways and tramways, canals, docks and ships, telegraph and 
telephone sy. stems and water- works : even gas-works might almost 
come under this head, on the ground that a great part of their plant 
is devoted to distributing the gas. After these come mines and 
iron and chemical works, ship-building yards, printing-presses, and 
other large factories full of expensive machinery. 

On whichever side wc look we find that the progress and diffusion 
of knowledge are constantly leading to the adoption of new pro- 
cesses and new machinery which economize human effort on con- 
dition that some of the effort is spent a good while before the attain- 
ment of the ultimate ends to wEich it is directed. It is not easy to 
measure this progress exactly, because many modern industries had 
no counterpart in ancient times. But let us compare the past and 
present conditions of the four great industries the products of which 
have not changed their general character : viz. agriculture, the 
building, the cloth-making, and the carrying trades. In the first 
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two of these hand work still retains an important place ; but even iv, vn, 2 . 
in them there is a great development of expensive machinery. 

Compare for instance the rude implements of an Indian Ryot even 
of to-day with the equipment of a progressive Lowland farmer ; ^ 
and consider the brick-making, mortar-making, sawing, planing, 
moulding and slotting machines of a modern builder, his steam 
cranes and his electric light. And if we turn to the textile trades, 
or at least to those of them which make the simpler products, we find 
each operative in early times content with implements the cost of 
which was equivalent to but a few months of his labour; while in 
modern times it is estimated that for each man, woman and child 
employed there is a capital in plant alone of more than £200, or say 
the equivalent of five years’ labour. Again the cost of a steam-shij) 
is perhaps equivalent to the labour for fifteen years or more of those 
who work her; while a capital of about £1000,000,000 invested 
in railways in England and Wales is equivalent to the work for 
more than twenty years of the 300,000 wage-earners employed on 
them. 

§ 2. As civilization has progressed, man has always been develop- And they 
ing new wants, and new and more expensive ways of gratifying them. 

The rate of progress has sometimes been slow', and occasionally there toincreaae. 
has even been a great retrograde movement ; but now we are moving 
on at a rapid pace that grows quicker every year; and we cannot 
guess w'hcre it will stop. On every side further openings are sure to 
offer themselves, all of which will tend to change the character of 
our social and industrial life, and to enable us to turn to account 
vast stores of capital in providing new gratifications and new w'ays 
of economizing effort by expending it in anticipation of distant 
wants. There seems to be no good reason for believing that we are 
anywhere near a stationary state in which there will be no new 
important wants to be satisfied; in which there will be no more 
room for profitably investing present effort in providing for the 
future, and in which the accumulation of wealth will cease to have 

^ Tlio farm implements for a first elaaa R\ot family, inrltidiiin or acvnii adult 
males, ai*e a few hpht ploughs and hoes chiel'iy of wood, of tlio total value of about 
13 rupees (Sir 0. Phear, Aryan VUlagff p. 233) or tlio oquivolont of th^ir work for 
about a month; while tlio value of tho mat'hmrry ulono on a wrll equipped largo 
modem arablo farm amounts to £3 an aero {Eqaipmrnt oj thr i'ari/l, edited by J. 0. 

Morton) or say a year’s work for porh porson omploywl. They inelutlc sleam'Onginos, 
trench, subsoil and ordinary ploughs, sumo to be worked by slPom and sumo by hurso 
power; various grubbers, hiirrowB, rollers. plo<l<oru8hvrs, sned and matutro drills, 
horse hoes, rakes, hoy-making, mowing and n'tipiiig morhinrs, steam or horso thresh* 
ing, chaff cutting, turnip cutting, hay-prossing muchiurs and ii multitude of others. 

Meanwhile there is on mcreusin^ use of silos and rovorvtl yards, and constant improve- 
ments in the fittings of the dairy and otlicr farm buildiiiKS, all of which givo groat 
economy of effort in the long rim, but roqiiirn a larger sham of it to ho spent in pro- 
panng the way for the direct work of the farmer lu raising ogrloultural produce. 
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IV, VII, 3 . any reward. The whole history of man shows that his wants 
expand with the growth of his wealth and knowledge. ‘ 

And And with the growth of openings for the investment of capital 

too hns * ^ constant increase in that surplus of production over the 

been and nccessaries of life, which gives the power to save. When the arts 
mi/’ho*^ of production were rude, there was very little surplus, except where 
bicrea8e'''in ruling racc kept the subject masses hard at work on the 

the power bare neeessarics of life, and where the climate was so mild that those 

mukte. necessaries were small and easily obtained. But every increase in 

the arts of production, and in the capital accumulated to assist and 
support labour in future production, increased the surplus out of 
which more wealth could be accumulated. After a time civilization 
became possible in temperate and even in cold climates; the 
increase of material wealth was possible under conditions which 
did not enervate the worker, and did not therefore destroy the 

foundations on which it rested.^ Thus from step to step wealtli 

and knowledge have grown, and with every step the power of saving 
■wealth and extending knowledge has increased. 

The slow §3. The habit of distinctly realizing the future and providing 
dOTefop-' developed itself slowly and fitfully in the course of man's 

li'story • Travellers tell us of tribes who might double their resources 

would 
j)ower 

future. and their knowledge ; as, for instance, by fencing in their little plots 
of vegetables against the intrusion of wild animals. 

But even this apathy is perhaps less strange than the wasti'ful- 


of pro- 
viding 


and enjoyments without increasing their total labour, if they 
only apply a little in advance the means that lie within their 


‘ For iMtanr e, improvomonts wliith have rormlly boon nmilo in sonic .Amoririm 
cities indicate that by a sullicient outlay of capital each houRc coaltl lie aiipiilioil nitli 
what it docs require, and relieved of wlint it docs not, miicli nioro cITociim 1\ limn 
now, so os lo enublo a largo part of tlic population to live in tiiuns aii'l viU iio froo 
from many of the present evils of town life. ’J'lie liiht steji is to make uiiiler all the 
streets laroo tunnels, in wliicli many pipes anil wires can be laid aide li,v side, mid 
repaired wlien they gel out of order, without any inlernipliuii nt tin' iieneial Iridlu- 
and witlioiit great expense. Jlolivc power, nnd'possildy even heat, inifilit tin ii he 
generated nt great distances fr<,m the towns (in some l iiaes in eoabiniiies), runl laid 
on wherever wanted. .Soft water nnrl spring water, and perliaps even sen wutei- and 
oxonized air, might he laid on in separate pipes to nearly every liouse; wliile ste.iin- 
pipes mipht he used for giving warmth in winter, and comiires-setl air for lowering tlie 
heat of summer; or the heat miglit jio supplied by gas of great heating power laid on 
in B()Ocial pipes, while light was derived from gas specially suited for the pui’iiose or 
from electricity; and every house might bo in cloctric commimieation with tlic re.Rt 
of tho town. All unwholesome vapours, including those given off by any domeslic 
tires winch w-oro still used, might ho carried away hy strong draughts throiigli long 
conduits, to bo purified by poasing tlirough large furnaces and thence away through 
luigo cliimneys into tho higher air. To carry out such a sehomo in tho towns of Knu. 
land would reqmro tho outlay of a much larger capital than has been absorbed by 
our rai ways, rhis conjecluro as to tho ultimato eourso of town improvement iiiav 
ue wide of tho truth ; but it serves to indicalo one of very many ways in which tlui 
oxiierienco of tho jiast foreshnilows brood openings for investing present elfort in 
providing tliu means of satisfying oiir wants in llie future. 

Comp. Appendix A. 
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ness that is found now among some classes in our own country. iv,vn,4. 
Cases are not rare of men who alternate between earning two or 
three pounds a week and being reduced to the verge of starvation : 
the utility of a shilling to them when they are in employment is less 
than that of a penny when they are out of it, and yet they never 
attempt to make provision for the time of need.’- At the opposite 
extreme there are misers, in some of whom the passion for saving 
borders on insanity; while, even among peasant proprietors and 
some other classes, we meet not unfrequently with people who carry 
thrift so far as to stint themselves of necessaries, and to impair their 
power of future work. Thus they lose every way : they never 
really enjoy life; while the income which their stored-up wealth 
brmgs them is less than they would have got from the increase of 
their earning power, if they had invested in themselves the wealth 
that they have accumulated in a material form. 

In India, and to a less extent in Ireland, we find people who do 
indeed abstain from immediate enjopnent and save up considerable 
sums with great self-sacrifice, but spend all their savings in lavish 
festivities at funerals and marriage.s. They make intermittent 
provision for the near future, but scarcely any permanent provision 
for the distant future ; the great engineering works by which their 
productive resources have been so much increased, have been made 
chiefly with the capital of the much less self-denying race of English- 
men. 

Thus the cau.ses which control the accumulation of wealth differ 
widely in different countries and different ages. They arc not quite 
the same among any two races, and perhaps not even among any 
two social classes in the same race. They depend much on social 
and religious sanctions ; and it is remarkable how, when the binding 
force of custom has been in any degree loosened, differences of 
personal character will cause neighbours brought up under like 
conditions to differ from one another more widely and more fre- 
quently in their habits of extravagance or thrift than in almost any 
other respect. 

§ 4. The thriftlcssness of early times was in a great measure due Security 
to the want of security that those who made provision for the future 
would enjoy it : only those who were already wealthy were strong saving, 
enough to hold what they had saved ; the laborious and self-denying 
peasant who had heaped up a little store of wealth only to see it 
taken from him by a stronger hand, was a constant warning to his 

1 Thoy “discount " future benefit** (comp. Book III, pb. v. f 3) at the rale of 
many thousands per cent, per annum. 
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neighbours to enjoy their pleasure and their rest when they could. 
The border country between England and Scotland made little 
progress so long as it was liable to incessant forays ; there was very 
little saving by the French peasants in the eighteenth century 
when they could escape the plunder of the tax-gatherer only by 
appearing to be poor, or by Irish cottiers, who, on many estates, 
even forty years ago, were compelled to follow the same course in 
order to avoid the landlords’ claims of exorbitant rents. 

Insecurity of this kind has nearly passed away from the civilized 
world. But we are still suffering in England from the effects of 
the Poor-law which ruled at the beginning of last century, and which 
introduced a new form of insecurity for the working classes. For it 
arranged that part of their wages .should, in effect, be given in the 
form of poor relief ; and that this should be distributed among them 
in inverse proportion to their industry and thrift and forethought, 
so that many thought it foolish to make provision for the future. 
The traditions and instincts which were fostered by that evil ex- 
perience are even now a great hindrance to the progress of the 
working classes ; and the principle which nominally at least underlies 
the present Poor-law, that the State should take account only of 
destitution and not at all of merit, acts in the sumo direction, though 
with less force. 

Insecurity of this kind also is being diminished : the growth of 
enhghtened views as to the duties of the State and of private persons 
towards the poor, is tending to make it every day more true that 
those who have helped themselves and endeavoured to jjrovide for 
their own future will be cared for by society better than the idle and 
the thoughtless. But the progress in this direction is still slow, and 
there remains much to be done yet. 

§ 5. The growth of a money-economy and of modern habit.s of 
business does indeed hinder the accumulation of wealth by putting 
new temptations in the way of those who arc inclined to live e.xtrava- 
gantly. In old times if a man wanted a good house to live in he 
must build it himself; now he finds plenty of good houses to be 
hired at a rent. Formerly, if he wanted good beer he must have a 
good brew-house, now he can buy it more cheaply and better than 
he could brew it. Now he can borrow books from a library instead 
of buying them ; and he can even furnish his house before he is 
ready to pay for his furniture. Thus in many ways the modern 
systems of buying and sellmg, and lending and borrowing, together 
with the growth of new wants, lead to new extravagances, and to a 
subordination of the interests of the future to those of the present. 
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But on the other hand, a money-economy increases the variety iv, va, e. 
of the uses between which a person can distrilmte his future expend!- butTiro 
ture. A person who in a primitive state of society stores up some a new 
things against a future need, may find that after all he does not 
need those things as much as others which he has not stored up : 
and there are many future wants against which it is impossible to provide 
provide directly by storing up goods. But he who has stored up wanted in 
capital from which he derives a money income can buy what he will future, 
to meet his needs as they arise.^ 

Again, modern methods of business have brought with them And it iias 
opportunities for the safe investment of capital in such ways as to people wiio 
yield a revenue to persons who have no good opportunity of engaging j”'™, 
in any business, — not even in that of agriculture, where the land business to 
will under some conditions act as a trustworthy savings-bank. 

These new opportunities have induced some people who would not of saving, 
otherwise have attempted it to put by something for their own old 
ago. And, what has had a far greater effect on the growth of 
wealth, it has rendered it far easier for a man to provide a secure 
income for his wife and children after his death : for, after all, 
family affection is the main motive of saving. 

§ 6. There arc indeed some who find an intense pleasure in seeing a few 
their hoards of wealth grow up under their hands, with scarcely any 
thought for the happiness that may be got from its use by them- their own 
selves or by others. They arc prompted partly by the instincts of “ “ ‘ 
the chase, by the desire to outstrip their rivals; by the ambition to 
have shown ability in getting the wealth, and to acquire power and 
social position by its posso.s.sion. And sometimes the force of habit, 
started ivlien they were really in need of money, has given them, by 
a sort of reflex action, an artificial and unreasoning pleasure in 
amassing wealth for its own sake. But were it not for the family but the 
affections, many who now work hard and save carefully would not 
exert themselves to do more than secure a comfortable annuity for saving is 
their own lives ; cither by purchase from an insurance company, or IffecUon. 
by arranging to spend every year, after they had retired from work, 
part of their capital as well as all their income. In the one case 
they would leave nothing behind them : in the other only provision 
for that part of their hoped-for old age, from which they had been 
cut off by death. That men labour and save chiefly for the sake of 
their families, and not for themselves, is shown by the fact that they 
seldom spend, after they have retired from work, more than the 
income that comes in from their savings, preferring to leave their 
^ Comp. III. V. 2. 
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IV. vn, 7. stored-up wealth intact for tlieir families ; while in this country 
alone twenty millions a year arc saved in the form of insurance 
policies and are available only after the death of those who save 
them. 

A man can have no stronger stimulus to energy' and enterprise 
than the hope of rising in life, and leaving his family to start from 
a higher round of the social ladder than that on which he began. 
It may even give him an over-mastering passion which reduces to 
insignificance the dc.sire for ease, and for all ordinary plea.sures, and 
sometimes even destroys in him the finer sensibilities and nobler 
aspirations. But, as is shown by the marvellous growth of wealth 
in America during the pre.sent generation, it makes him a mighty 
producer and accumulator of riches ; unless indeed he is in too great 
a hurry to grasp the social position which his wealth will give him : 
for his ambition may then lead him into as great extravagance as 
could have been induced by an improvident and self-indiilgcmt 
temperament. 

The greatest savings arc made by those who have been brought 
up on narrow means to stern hard work, who have retained their 
simple habits, in spite of success in business, and w’ho nourish a 
contempt for showy expenditure and a de.sire to be found at their 
death richer than they had I)cen thought to be. This type of char- 
acter is frequent in the quieter parts of old but vigorous countries, 
and it was very common among the middle classes in the rural 
districts of England for more than a generation after the pressure of 
the great French war and the heavy taxes that lingered in its wake. 
The source §7. Next, as to the sources of accumulation. The powcu' to 
lation is savG dcpencls on an excess oi income over necessary cxpeiuliture ; 
surplus and this is greatest among the wealthy. In this country most of 
whether the larger incomes, but only a few of the .smaller, are chiclly derived 
derived Capital. And, early in the present century, the commercial 

from classes ill England had much more saving habits tliaii either the 

capital, . . ” 

country gentlemen or the working classes. Tlios(‘ causes coinljined 
to make English economists of the last generation regard savings as 
made almost exclusively from the profits of capital, 
orront.tho But even in modern England rent and the earnings of professional 
men and hired workers arc an important source of accumulation : 
mE^and source of It in all the earlier stages of 

of lured civilization.^ Moreover, the middle and especially the professional 
wor ere. always denied themselves much in order to invest capital 

in the education of their children; w'hile a great part of the wages 

' Comp. Principlea oj Political Economy, by Hichord Jouca. 
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of the working classes is invested in the physical health and strength iv, vn, s. 
of their children. The older economists took too little account of — 
the fact that human faculties arc as important a means of production 
as any other kind of capital ; and we may conclude, in opposition 
to them, that any change in the distribution of wealth which gives 
more to the wage receivers and less to the capitalists is likely, other 
things being equal, to hasten the increase of material production, 
and that it will not perceptibly retard the storing-up of material 
wealth. Of course other things would not be equal if the change 
were brought about by violent methods which gave a shock to 
public security. But a slight and temporary check to the accumula- 
tion of material wealth need not necessarily be an evil, even from a 
purely economic point of view, if, being made quietly and without 
disturbance, it provided better opportunities for the great mass of 
the people, increased their efficiency, and developed in them such 
habits of self-respect as to result in the growth of a much more 
efficient race of producers in the next generation. For then it might 
do more in the long-run to promote the growth of even material 
wealth than great additions to our stock of factories and steam- 
engines. 

A people among whom wealth is well distributed, and who have The public 
high ambitions, arc likely to accumulate a great deal of public 
property ; and the savings made in this form alone by some well-to- demoom- 
do democracies form no inconsiderable part of the best possessions 
which our own ago has inherited from its predecessors. The growth co- 
of the co-operative movement in all its many forms, of building 
societies, friendly societies, trades-unions, of working men’s savings- 
banlcs etc., shows that, even so far as the immediate accumulation of 


material wealth goes, the resources of the country arc not, as the 
older economists assumed, entirely lost w'hen they are spent in 
paying wages. ^ 

§ 8. Having looked at the development of the methods of saving we must 


and the accumulation of wealth, we may now return to that analysis 

of the relations between present and deferred gratifications, which butionof a 

we began from another point of view in our study of Demand.^ 


AYc there saw that anyone, who has a stock of a commodity 
which is applicable to several uses, endeavours to distribute it torred ' 


between them all in such a way as to give him the greatest satis- 


^ It muafc liovAevcr be ndtriittod that whnt passes by Ihp name of public property 
is often only pnvate wealth boi rowed on a moiljmjje of futuio publie Ti’vonue. Ikhmi* 
cipal gas-works for instance aie not generally tbo results of piililie aouumulutions. 
They were built with wealth Ba\ed by private perbous, and boriowed on publio 
account. 

* Above, ill. V. 
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faction. If he thinlcs he could obtain more satisfaction by trans- 
ferring some of it from one use to another he will do so. If, there- 
fore, he makes his distribution rightly, he stops in applying it to 
each several use at such a point that he gets an equal amount of 
good out of the application that he is only just induced to make of 
it to each separate use ; (in other words, he distributes it between 
the different uses in such a way that it has the same marginal utility 
in each). 

We saw, further, that the principle remains the same whether 
all the uses are present, or some are present and others deferred : 
but that in this latter case some new considerations enter, of which 
the chief are, firstly, that the deferring of a gratification necessarily 
introduces some uncertainty as to its ever being enjoyed; and 
secondly, that, as human nature is constituted, a present gratification 
is generally, though not always, preferred to a gratification that is 
expected to be equal to it, and is as certain as anything can he in 
human life. 

A prudent person who thought that he would derive equal grati- 
fications from equal means at all stages of his life, would perhaps 
endeavour to distril)ute his means equally over his whole life : and 
if he thought that there was a danger that his power of earning 
income at a future date would run short, he would certainly save 
some of his means for a future date. He would do this not only if 
he thought that his savings would increase in his hands, but even if 
he thought they would diminish. Ho would put by a few fruit 
and eggs for the winter, because they would then be scarce, though 
they would not improve by keeping. If he did not see his way to 
mvesting his earnings in trade or on loan, so as to derive interest or 
profits from them, he would follow the example of some of our own 
forefathers who accumulated small stores of guineas which they 
carried into the country, when they retired from active life. They 
reckoned that the extra gratification which they could get by spend- 
ing a few more guineas while money was coming in fast, would be 
of less service to them than the comfort which those guineas would 
buy for them in their old age. The care of the guineas cost them a 
great deal of trouble ; and no doubt they would have been willing 
to pay some small charge to any one who w'ould have relieved them 
from the trouble without occasioning them any sort of risk. 

We can therefore imagine a state of things in which stored-up 
wealth could be put to but little good use ; in which many persons 
wanted to make provision for their own future ; while but few of 
those who wanted to borrow goods, were able to offer good security 
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for returning them, or equivalent goods, at a future date. In such a iv, vn, 8. 
state of things the postponement of, and waiting for enjoyments 
would be an action that incurred a penalty rather than reaped a be 
reward : by handing over his means to another to be taken care of, if interest 
a person could only expect to get a sure promise of something less, 
and not of something more than that which he lent ; the rate of 
interest would be negative.^ 

Such a state of things is conceivable. But it is also conceivable, but it is 
and almost equally probable, that people may be so anxious to work that 
that they will undergo some penalty as a condition of obtaining leave 
to work. For, as deferring the consumption of some of his means done even 
is a thing which a prudent person would desire on its own account, a 
so doing some work is a desirable object on its own account to a 
healthy person. Political prisoners, for instance, generally regard it 
as a favour to be allowed to do a little work. And human nature 
being what it is, we are justified in speaking of the interest on capital 
as the reward of the sacrifice involved in the waiting for the enjoy- \Ve may 
ment of material resources, because few people would save much 
without reward ; just as we speak of wages as the reward of labour, 
because few people would work hard without reward. waiting : 

The sacrifice of present pleasure for the sake of future, has been not of 
called abstinence by economists. But this term has been misunder- 
stood : for the greatest accumulators of wealth arc very rich persons, 
some of whom live in luxury, and certainly do not practise abstinence 
in that sense of the term in which it is convertible with abstemious- 
ness. AYhat economists meant was that, when a person abstained 
from consuming anything which he had the power of consuming, 
with the purpose of increasing his resources in the future, his ab- 
stinence from that particular act of consumption increased the 
accumulation of wealth. Since, however, the term is liable to be 
misunderstood, we may with advantage avoid its use, and say that 
the accumulation of wealth is generally the result of a postponement 
of enjoyment, or of a waiting for it.® Or, in other words again, it 
is dependent on man’s prospectiveness; that is, his faculty of 
realizing the future. 

' Tho Buggestion that the rate of interest may conceivably become a negative 
quantity was discussed by Foxwell in a paper on Svme t>ocial Aspeettt of Bankingt 
read before tho Uankcra' Institute in Jamiaiyi 1880. 

’ Karl Marx and ius followers have found much amusement in contemplating the 
accumulations of wealth which result from tho ol)stincnco of Baron Bothscliild, 
which they contrast with tho extravagance of a labourer who feeds a family of seven 
on seven shillings a week ; anil who, living up to Ills full income, practieea no economic 
abstineneo at all. Tho argument tliat it la Waiting rather than Abstinence, which is 
rewarded by liilcrcbt and is a factor of production, was given by Maevano in the 
Harvard Journal of Economics for July, 1887. 

H 
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The “demand price” of accumulation, that is, the future 
pleasure which his surroundings enable a person to obtain by work- 
ing and waiting for the future, takes many forms ; but the substance 
is always the same. The extra pleasure which a peasant who has 
built a weatherproof hut derives from its usance, while the snow is 
drifting into those of his neighbours who have spent less labour on 
building theirs, is the price earned by his working and waiting. It 
represents the extra productiveness of efforts wisely spent in provid- 
ing against distant evils, or for the satisfaction of future wants, as 
compared with that which would have been derived from an im- 
pulsive grasping at immediate satisfactions. Thus it is similar in 
all fundamental respects to the interest which the retired physician 
derives from the capital he has lent to a factory or a mine to enable 
it to improve its machinery; and on account of the numerical 
definiteness of the form in which it is expressed, vre may take that 
interest to be the tj'pe of and to represent the usance of wealth in 
other forms. 

It matters not for our immediate purpose whether the power 
over the enjopnent for which the person waits, was earned by him 
directly by labour, which is the original source of nearly all enjoy- 
ment; or was acquired by him from others, by exchange or by 
inheritance, by legitimate trade or by unscrupulous forms of specula- 
tion, by spoliation or by fraud ; the only points with which we arc 
just now concerned are that the growth of wealth involves in general 
a deliberate waiting for a pleasure which a person has (rightly or 
wrongly) the power of commanding in the immediate present, and 
that his willingness so to wrait depends on his habit of vividly 
realizing the future and providing for it, 

§ 9. But let us look more closely at the statement that, as human 
nature is constitrrted, an increase in the future pleasure which can 
be secured by a present given sacrifice will in general increase the 
amount of present sacrifice that people will make. Suppose, for 
instance, that villagers have to get timber for building their cottages 
from the forests ; the more distant these arc, the smaller will be the 
return of future comfort got liy each day's work in fetching the 
w'ood, the less will be their future gain from the wealth accumulated 
probably by each day’s work : and this smallness of the return of 
future pleasure, to be got at a given present sacrifice, will tend to 
prevent them from increasing the size of their cottages ; and will 
perhaps diminish on the whole the amount of labour they spend in 
getting timber. But this nde is not without exception. For, if 
custom has made them familiar with cottages of only one fashion, the 
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further they are from the woods, and the smaller the usance to be iv. vii, o. 
got from the produce of one day’s work, the more days’ work will 
they give. 

And similarly if a person expects, not to use his wealth himself, s? tho 
but to let it out on interest, the higher the rate of interest the higher rate™!**'* 
his reward for saving. If the rate of intere.st on sound invc.stnients '“Merest 

o _ tlio greater 

is 4 per cent., and he gives up £100 worth of enjoyment now, he may the saving 
expect an annuity of £4 worth of enjoyment : but he can expect “ “ 
only £3 worth, if the rate is 3 per cent. And a fall in the rate of 
interest will generally lower the margin at which a person finds it 
ju.st not worth while to give up present pleasures for the sake of 
those future plea.surcs that are to be secured by saving some of his 
means. It will therefore generally cause people to consume a little 
more now, and to make less provision for future enjoyment. But 
this rule is not without exception. 


Sii' Josiali Child remarked more than two centuries ago, that in butthero 
countries in which the rate of interest is high, merchants " when 
they have gotten great wealth, leave trading ” and lend out their the rule, 
money at interest, “ the gain thereof being so easy, certain and 
great; whereas in other countries where interest is at a lower rate, 
they continue merchants from generation to generation, and enrich 
themselves and the state.” And it is as true now, as it was then. 


that many men retire from business when they are yet almost in the 
prime of life, and when their knowledge of men and things might 
enable them to conduct their business more efficiently than ever. 
Again, as Sargant has pointed out, if a man has decided to go on 
working and saving till he has provided a certain income for his old 
age, or for his family after his death, he will find that he has to save 
more if the rate of interest is low than if it is high. Suppose, for 
instance, that he wishes to provide an income of £400 a year on 
which he may retire from business, or to insure £400 a year for his 
wife and children after his death : if then tho current rate of intcrost 


is 5 per cent., he need only put by £8,000, or insure his life for 
£8,000 ; but if it is 4 per cent., he must save £10,000, or insure his 


life for £10,000. 


It is then possible that a continued fall in the rate of interest But in 
may he accompanied by a continued increase in the yearly additions “xcTpoons 
to the world’s capital. But none the less is it true that a fall in the a 
distant benefits to be got by a given amount of ivorkiug and waiting 
for the future does tend on the whole to diminish the provision which 
people make for the future ; or in more modern phrase, that a fall in sumhh less 
the rate of interest tends to check the accumulation of wealth. Bor ^ **' 
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IV, Tii, 10. thougi witt man’s growing command over the resources of nature, 
othcridso ''^^7 continue to save much even with a low rate of interest; 
would be. yet while human nature remains as it is every fall in that rate is 
likely to cause many more people to save less than to save more 
than they would othenvise have done.’- 
Provisional § 10. The causes which govern the accumulation of wealth and 
conclusion, jj^^e of interest have so many points of contact 

with various parts of economic science, that the study of them 
cannot easily he brought together in one part of our inquiry. And 
although in the present Book we arc concerned mainly with the side 
of supply; it has seemed necessary to indicate provisionally here 
something of the general relations between the demand for and the 
supply of capital. And we have seen that : — 

The accumulation of wealth is governed by a great variety of 
causes : by custom, by habits of self-control and realizing the future, 
and above all by the power of family affection. Security is a neces- 
sary condition for it, and the progress of knowledge and intelligence 
furthers it in many ways. 

A rise in the rate of interest offered for capital, i.e. in the demand 
price for saving, tends to increase the volume of saving. For in 
spite of the fact that a few people who have determined to secure an 
income of a certain fixed amount for themselves or their family will 
save less with a high rate of interest than with a low rate, it is a 
nearly universal rule that a rise in the rate increases the desire to 
save ; and it often increases the poicer to save, or rather it is often 
an indication of an increased efficiency of our productive resources : 
but the older economists went too far in suggesting that a rise of 
interest (or of profits) at the expense of wages always increased the 
power of saving : they forgot that from the national point of view 
the investment of wealth in the child of the working man is as 
productive as its investment in horses or machinery. 

It must however be recollected that the annual investment of 
wealth is a small part of the already existing stock, and that therefore 
the stock would not be increased perceptibly in any one year by 
even a considerable increase in the annual rate of saving. 

^ See also VI. vt. It may liowevcr be obsen’ed hero tlmt the dependeneo of the 
growth of capital on the high cetiraation of “future goods” nppeaia to have lieen 
over-estimatsd by earlier writers; not iinder-cstiiuatcd, as is argucfl b> Piof. JJohm- 
Bawerk, 
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Note on the Statistics of the Growth of Wealth. 

§ 11. The statistical history of the growth of wealth is singularly poor and iv, vii, 11. 

misleading. This is partly duo to difficulties inherent in any attempt to give 

a numerical measure of wealth wliich shall be applicable to different places Estimates 
and times, partly to the absenee of systematic attempts to collect the neces.sary 
facts. The Government of the United States does indeed ask for returns of 
every person’s property ; and though the results thus obtained are not satis- direct : 
factory, yet they are perhaps the best we have. 

Estimates of the wealth of other countries have to be based almost ex- they are 
clusively on estimates of income, which are capitalized at various numbers of Rcnerally 
years’ purchase ; this number being chosen with reference (i) to the general 
rate of interest current at the time, (ii) to the extent to which the income 
derived from the use of wealth in any piirtieular form is to be credited (a) to 
the permanent ineome-j-iclding power of the wealth itself; and (6) to either 
the labour spent in applying it, or the using up of the capital itself. This last 
head is specially important in the ca.se of ironworks which depreciate rapidly, 
and still more in the ease of such mines as are likely to be speedily exhausted; 
both must be capitalized at only a few’ years’ purchase. On the other hand, 
the ineome-yiclding power of land is likely to increase; and where that is 
the case, the income from land has to be capitalized at a great number of 
years’ purchase (which may be regarded as making a negative provision under 
the head of ii. 6). 

Land, houses, and live stock are the three forms of wealth wliich have Tlie money 
been in the iiret rank of iinportance always and everywhere. But land differs value of 
from other things in this, that an increase in its value is often chiefly duo to 'and « 
an increase in its scarcity ; and is therefore a measure rather of growing wants, 
than of grow ing means of meeting wants. Thus the land of the United States 
in 1880 counted as of about equal value with the land of the United Kingdom, 
and about lialf that of France. Its money value was insignificant a hundred 
years ago; and if the density of iiopiilation two or three hundred years henco 
is nearly the same in tlie United St.ites as in the United Kingdom, the land of 
the former will then bo worth at least twenty times as much as that of the 
latter. 

In the early middle ages tlie whole value of the land of England was 
much less tlian that of the few large-honed but small-sized animals that starved 
through the winter on it : now, though much of the best land is entered under 
the heads of houses, railways, etc. ; though the live stock is now probably 
more than ten times as heavy in aggregate weight, and of better quality; 
and though there is now abundant farming capital of kinds which were then 
unknown ; yet agricultural land is now’ worth more than three times as much 
as the farm stock. The few years of the pressure of the great French war 
nearly doubled the nominal value of the land of England. Since then free 
trade, improvements in transport, the opening of new countries, and other 
causes have lowered the nominal value of tiait jiart of the land w hiuh is de- 
voted to agriculture. And they have made the general jmrehasing power of 
money in terms of commodities rise hi England relatively to the Continent. 

Early in the last century 23 fr. would buy more, and especially more of tho 
things needed by the working classes, in France and Gcnnany than £1 would 
in England. But now tho advantage is the other way : and this causes the 
recent growth of the wealth of Franco and Germany to appear to be greater 
relatively to that of England than it really is. 

When account is taken of facts of this class, and also of the fact tliat a fall 
in the rate of interest increases the number of years’ purchase at which any 
income has to be capitalized, and therefore increases tho value of a property 
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IV, vn, II. which yields a gircn income; we see that the estimates of national wealth 

would be very misleading, even if the statistics of income on which they wre 

based were accurate. But still such estimates are not wholly without value. 


Country anti Author 
of Estimato. 

Unnd, 

£ null. 

Hoiwa, 

£ mill. 

I'lirm- 

£ null. 

Other 

£ mill. 

Total 

vvoallli. 

£ mill. 

WcfiUh 
per cnp. 

£ 

ENt}L.VND. 







1679 (Pettv) . 

Ill 


36 

10 

250 

42 

1090 (Grpcon' Kin?). 



25 

70 

320 

58 

1812 (Colr|uhoun) 


300 

113 

6.)3 

1,846 

180 

18S5 (Lfiilcu) . 


1, 700 

382 

3,012 

0,427 

315 

XJ-VITED KiN’OUOV. 







1812 {Colr[nhoiin) 

1,200 

400 

228 

908 

2,736 

160 

1865 (Edlcston) 

1,700 

550 

472 

uiua 

3,760 

130 

1865 {(iilfcn) . 

1,801 

1.031 

626 

2,598 

6,113 

2«»0 

1875 — 

2.(Hi7 

1,420 

668 

4,4.73 

8,548 

260 

1835 — 

J,691 

1,927 

522 

5,897 

10,037 

270 

1905 (Money) . 

966 

2.827 

2B5 

7,326 

11,413 

295 

United States. 







1880 (Census) . • 

2,040 

2,000 

480 

4,208 

8,728 

175 

1800 — 






208 






E II 

247 

raAVTU. 

1892 (do I’oviTIo) 

3,000 

2,000 

400 

4,000 

0,400 

247 

Italy. 







1881 (I’antalconi) 

1,106 

360 



1,920 

63 


Sir E. Ciiifcn’s Clrouih of Capital and ilr. Chiozza Money’s Richos oml 
Poverty contain suggestive iscussions on many of the figurcs in the above 
ta hie. But their divergences show the great uncertainty of all such estimates. 
Mr. Money's estimate of the value of land, i.c. agricultural land with farm 
buildings, is probably too low. Sir E. Giffcn estimates the value of public 
property at £m. 300 : and he omits public loans held at home, on tlie ground 
that the entries for them would cancel one another, as much being debited 
under the head of public property as is credited under that of private property. 
But Mr. Money reckons the gross value of public roads, parks, buildings, 
bridges, sewers, lighting and water works, tramways, etc. at £m. 1,050 : and, 
after deducting from this £m . 1 .200 for public loans, he gets £m. 450 for the net 
value of public projXTty ; and he thus Iwcomes free to count iniblic loans held 
at home under private property. He estimates the value of foreign stock 
exchange securities and other foreign property held in the United Kingdom 
at £in. 1,821. These estimates of wealth are mainly based on estimates of 
income : and, as regards the .statistics of income, attention may be directcil 
to Mr. Bom ley’s instructive analysis in yalioiial progress since 1882; and in 
The Rconomic Journal for September 1904. 

Sir E. Giffen estimates the wealth of the British Empire in 1903 (Statistical 
Journal, Vol. 66, p. 584) thus ; 


United Kingdom £m. 15,000 

Canada 1,350 

Australasia „ 1,100 

In'lhi 3,000 

South Africa „ OOQ 

Remainder of Empire „ 1,200 
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A tentative history of changes in the relative wealth of different parts of IV, vn, II, 

England has been deduced by Rogers from the assessment of the several 

counties for the purpose of taxation. T,e Vienratc d’Avcnel’s great work 
L’Bistoire ^mnomiqm de la Propricle ibc. 1200-1800 contains a rich store of 
materials as to Franco; and comparative studies of the growth of wealtli in 
France and other nations have been made by Levasseur, Leroy Beaulieu, 
Neymarck and de Foville. 

Mr. Crammond, addressing the Institute of Bankers in March 1919, 
estimated the national wealth of the United Kingdom to be fm. 24,000, and 
the national income to be £ni. 3,600. He reckoned the net value of the 
country’s foreign investments to have fallen to £m. 1.600, she having recently 
sold securities amounting to £m. 1,600; and borrowed another £m. 1,400. 

On the balance she appeared to be a creditor to the amount of £m. 2,600 : 
but a great part of this amount cannot be reckoned as adequately secured. 



CHAPTER VIII 
IXDUSTEL 4 L ORGANIZATION 


IV, vni, 1. § 1. AVeiters on social science from the time of Plato downwards 

— have delighted to dwell on the increased efficiency which labour 
doctrine derives from organization. But in this, as in other cases, Adam 
g^iz^tion Smith gave a neiv and larger significance to an old doctrine by the 
effioiemy thoroughness with which he explained it, and the 

16 old. practical knowledge with which he illustrated it. After insisting on 
the advantages of the division of labour, and pointing out how they 
render it possible for increased numbers to live in comfort on a 
limited territory, he argued that the pressure of population on the 
means of subsistence tends to weed out those races who through 
want of organization or for any other cause are unable to turn to 
the best account the advantages of the place in which they live. 
Biologists Before Adam Smith’s book had yet found many readers, bio- 
“^(®''°”Mogists were already beginning to make great advances towards 
studied the understanding the real nature of the differences in organization 
wkciftha separate the higher from the lower animals; and before two 
stniggie more generations had elapsed, Malthus’ historical account of man’s 
vival ' struggle for existence started Darwin on that inquiry as to the 
orgamzT struggle for existence in the animal and vegetable 

tion. world, which is.sucd in his discovery of the selective influence con- 
stantly played by it. Since that time biology has more than repaid 
her debt ; and economists have in their turn owed much to the manv 
profound analogies w'hich have been discovered between social and 
especially industrial organization on the one side and the physical 
organization of the higher animals on the other. In a few cases 
indeed the apparent analogies disapjieared on closer inquiry : but 
many of those which seemed at first sight most fanciful, have 
gradually been supplemented by others, and have at last established 
their claim to illustrate a fundamental unity of action between the 
laws of nature in the physical and in the moral world. This central 
unity is set forth in the general rule, to which there are not very 
many exceptions, that the development of the organism, whether 
social or physical, involves an increasing subdivision of functions 
between its separate parts on the one hand, and on the other a more 
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intimate connection between them.^ Each part gets to be less and iv, vm, i. 
less self-sufficient, to depend for its wellbeing more and more on 
other parts, so that any disorder in any part of a highly-developed 
organism will affect other parts also. 

This increased subdivision of functions, or “ differentiation,” as DiHerenti- 
it is called, manifests itself with regard to industry in such forms as 
the division of labour, and the development of specialized skill, tion. 
knowledge and machinery : while “ integration,” that is, a growing 
intimacy and firmness of the connections between the separate parts 
of the industrial organism, shows itself in such forms as the increase 
of security of commercial credit, and of the means and habits of 
communication by sea and road, by railway and telegraph, by post 
and printing-press. 

The doctrine that those organisms which arc the most highly 
developed, in the sense in which we have just used the phrase, are 
those which are most likely to survive in the struggle for existence, 
is itself in process of development. It is not yet completely thought 
out either in its biological or its economic relations. But we may 
pass to consider the main bearings in economies of the law that the 
struggle for existerree causes those organisms to multiply which ate 
best fitted to derive benefit from the environment. 

The law requires to be interpreted carefully : for the fact that a The law of 
thing is beneficial to its environment will not by itself secure its 
survival either in the physical or in the moral world. The law of vivoi re. 
“survival of the fittest” slates that those organisms tend to S™care-° 
survive which are best fitted to utilize the environment for their 
own purposes. Those that utilize the environment most, often turn preted. 
out to be those that benefit those around them most ; but sometimes 
they are injurious. 

Conversely, the struggle for survival may fail to bring into 
existence organisms that would be highly beneficial : and in the 
economic world the demand for any industrial arrangement is not 
certain to call forth a supply, unless it is something more than a 
mere desire for the arrangement, or a need for it. It must be an 
efficient demand ; that is, it must take effect by offering adequate 
payment or some other benefit to those who supply it.® A mere 
desire on the part of employees for a share in the management and 

' Sec ft brilliftnt paper liy lldckcl on ArbfUvthcUung tn JiciirfcAca- Thierlcben 
and Selidflc’s Bau und L(h‘n dcs swiaUn Kurpers. 

® Like all otliop dootrinue of tlio same clats, this requires to bo int(Srprctcd in the 
light of the fact that the effective tlcmaiKl of a purclmser depends on his means, as 
well as on his wants : a small w ant on the part of a rich man often has more effective 
force in controlling the business arrangements of the world tlinn a great want on the 
part of a poor man. 
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IV. vin, 2. the profits of the factory in which they work, or the need on the 
part of clever youths for a good technical education, is not a demand 
in the sense in which the tenn is used when it is said that supply 
Its naturally and surely follows demand. This seems a hai-d truth : 
S'rcs ^ut some of its harshest features are softened down by the fact that 
softened those races, whose members render services to one another without 
pnnXicof exacting direct recompense, are not only the most likely to flourish 
heredity, ]ijjg[y rear a large number of descendants 

who inherit their beneficial habits. 

influenec § 2. Even in the vegetable world a species of plants, however 
of parental yjjTQrous in its growth, which should be neglectful of the interests of 
survival its sccds, would soon perish from the earth. The standard of family 
specif and race duty is often high in the animal kingdom; and even those 
predatory animals which we are accustomed to regard as the types 
of cruelty, which fiercely utilize the environment and do nothing for 
it in return, must yet be willing as individuals to exert themselves 
for the benefit of their offspring. And going beyond the narrower 
interests of the family to those of the race, we find that among so- 
called social animals, such as bees and ants, those races survive 
in which the individual is most energetic in performing varied 
services for the society without the prompting of direct gain to 
himself. 

In innn But when we come to human beings, endowed with reason and 
TOcririco speech, the influence of a tribal sense of duty in strengthening the 
becomoa tribe takcs a more varied form. It is true that in the ruder stages 
end'inho of human life many of the services rendered by the individual to 
bnaiaof tiiv others are nearly as much due to hereebtary habit and unrea.soning 
ihorace. impulse, as arc those of the bees and ants. But deliberate, and 
therefore moral, self-sacrifice soon makes its appearance; it is 
fostered by the far-seeing guidanee of prophets and priests and 
legislators, and is inculcated by parable and legend. Grradually the 
unreasoning sympathy, of which there are germs in the lower 
animals, extends its area and gets to bo deliberately adopted as a 
basis of action : tribal affection, starting from a level hardly higher 
than that whicli prevails in a pack of wolves or a horde of banditti, 
gradually grows into a noble patriotism; and religious ideals arc 
raised and purified. The races in which these qualities are the most 
highly developed arc sure, other things being equal, to be stronger 
than others in war and in contests with famine and disease; and 
ultimately to prevail. Thus the struggle for existence causes in the 
long run those races of men to survive in which the individual is most 
willing to sacrifice himself for the benefit of those around him ; and 
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which are consequently the best adapted collectively to make use of iv, rai, 3 . 
their environment. 

Unfortunately however not all the qualities which enable one But evil 
race to prevail over another benefit mankind as a whole. It would «,th‘tho 
no doubt be wrong to lay very much stres-s on the fact that warlike 
habits have often enabled half-savage races to reduce to submission 
others who were their su])eriors in every peaceful virtue ; for such 
conquests have gradually increased the ph)>ical vigour of the world, 
and its capacity for great things, and ultimately perhaps have done 
more good than harm. But there is no sueh qualification to the 
statement that a race does not establish its claim to deserve well of 
the world by the mere fact that it flourishes in the midst or on the 
surface of another race. For, though biology and social science alike 
show that parasites aoraetiraes benefit in unexpected ways the race 
on which they thrive ; yet in many cases they turn the peculiarities 
of that race to good account for their own jmrposes without giving 
any good return. The fact that there is an economic demand for I'apodolly 
the services of Jewish and Armenian money-ilealers in Eastern ^ 
Europe and Asia, or for Chine.se labour in California, is not by itself pMasitio 
a proof, nor even a very strong ground for believing, that such 
arrangements tend to rai.se the quality of human life as a whole. 

For, though a race entirely dependent on its own resources can 
scarcely prosper unless it is fiiirly endowed n ith the most important 
social virtuc.s; yet a race, which has not these virtues and which is 
not capable of independent greatness, may be a])Ie to thrive on its 
relations with another race. But on the whole, and .subject to grave 
exceptions, those races survive and predominate in which the best 
qualitic.s arc most strongly dcvolo])ed. 

§ 3, This influence of heredity shows itself nowhere more tiib caste 
markedly than in social organization. For that must necessarily 
be a slow growth, the jiroduct of many generations : it must be 
based on those customs and aptitudes of the great mass of the jieople but not ’ 
which are incapable of quick change. In early times when religious, 
ceremonial, political, military and industrial organization ere backs, 
intimately connected, and were indeed but diflcreiit sides of the 
same thing, nearly all those nations which wetc leading the van of 
the world’s progress were found to agree in having adopted a more 
or less strict system of caste : and this fact by itself proved that the 
distinction of castes was well suited to its environment, and that on 
the whole it strengthened the races or nations which adopted it. 

For since it wus a controlling factor of life, the nations which adopted 
it could not have generally prevailed over others, if the influence 
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IV, Tin, 3. exerted by it had not been in the main beneficial. Their pre- 
eminence proved not that it was free from defects, but that its excel- 
lences, relatively to that particular stage of progress, outweighed its 
defects. 

Again we know that an animal or a vegetable species may differ 
from its competitors by having two qualities, one of which is of 
great advantage to it ; while the other is unimportant, perhaps even 
slightly injurious, and that the former of these qualities will make the 
species succeed in spite of its having the latter ; the survival of 
which will then be no proof that it is beneficial. Similarly the 
struggle for existence has kept alive many qualities and habits in 
the human race which were in themselves of no advantage, but 
which are associated by a more or less permanent bond with others 
that are great sources of strength. Such instances arc found in the 
tendency to an overbearing demeanour and a scorn for patient 
industry among nations that owe their advance chiefly to military 
victories ; and again in the tendency among commercial nations to 
think too much of wealth and to use it for the purposes of display. 
But the most striking instances are found in matters of organization ; 
the excellent adaptation of the system of caste for the special work 
which it had to do. enabled it to flourish in spite of its great faults, the 
chief of which were its rigidity, and its sacrifice of the individual 
to the interests of society, or rather to certain special exigencies of 
society. 

The aimo Passing over intermcfliate stages and coming at once to the 
of ^0° modern organization of the Western world, we find it offering a 
betwc°eii contrast, and a no leas striking resemblance, to the system 

different of castc. On the one hand, rigidity has lieen succeeded by ] 3 lasti- 
™assM m methods of industry which were then stereotyped, now 

themodem change with bewildering quickness; the social relations of classes, 

M estern ^ • • ' • ♦ • p ' 

world. and the position of the individual in his class, which were then 
definitely fixed by traditional rides, are now perfectly variable and 
change their forms with the changing circumstances of the day. 
But on the other hand, the sacrifice of the individual to the exigencies 
of society as regards the production of material wealth seems in some 
respects to be a case of atavism, a reversion to conditions which 
prevailed in the far-away times of the rule of caste. For the division 
of labour between the different ranks of industry and between 
different individuals in the same rank is so thorough and uncom- 
promising, that the real interests of the producer are sometimes in 
danger of being sacrificed for the sake of increasing the addition 
which his work makes to the aggregate production of material wealth. 
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§ 4. Adam Smith, while insisting on the general advantages of iv, vm, 4 , 
that minute division of labour and of that subtle industrial organiza- ®- 
tion which were being developed with unexampled rapidity in his Adnm_ 
time, was yet careful to indicate many points in which the system InoJcra. 
failed, and many incidental evils which it involved.^ But many of 
his followers with less philosophic insight, and in some cases with less panoo of 
real knowledge of the world, argued boklly that whatever is, is right. 

They argued for instance that, if a man had a talent for managing 
business, he would lie surely led to u.sc tliat talent for the benefit of 
mankind : that meanwhile a like pursuit of their own interests 
would lead others to provide for his use such capital as he could turn 
to best account; and that his own interest would lead him so to 
arrange those in his employment that eveiyonc should do the highest 
work of which he was capable, and no other; and that it would lead 
him to purchase and use all machineiy and other aids to production, 
which could in his hands contriliutc more than the equivalent of 
their own cost towards supplying the wants of the world. 

This doctrine of natural organization contains more truth of the 
highest importance to humanity than almost any other which is 
equally likely to evade the comprehension of those who discuss 
grave social problems without adequate study : and it hod a singular 
fascination for earnest and thoughtful minds. But its exaggeration 
w'orked much harm, csjiecially to those who delighted most in it. 

For it prevented them from seeing and removing the evil that was 
intertwined with the good in the changes that were going on around 
them. It hindered them from inquiring whether many even of the 
broader features of motlern industry might not be transitional, 
having indeed good work to do in their time, as the caste system had 
in its time ; biit being, like it, serviceable chiefly in leading the way 
towards better arrangements for a hapjner ago. And it did harm 
by preparing the way for exaggerated reaction against it. 

§ 5, Moreover the doctrine took no account of the manner in They paid 
which organs are strengthened by being used. Herbert ypcnccr 
has in.sisted with much force on the rule that, if any physical or to tha 
mental exercise gives pleasure and is thcreroro frequent, those „n(ior 
physical or mental organs which are used in it are likely to grow 
rapidly. Among the lower animals indeed the action of this rule is canijesf be 
so intimately interwoven with that of the survival of the fitte.st, 
that the distinction between the two need not often be cmjihasizcd. 

For as it might be guessed a priori, and as seems to be proved by 
observation, the struggle for survival tends to prevent animals from 

* Sco abovo 1. IV. b i and bolow Appendix 13» 3 and 0. 
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IV, vm, 6. taking much pleasure in the exercise of functions which do not 
contribute to their wellbeing. 

But man, with his strong individuality, has greater freedom. 
Ho delights in the use of his faculties for their own sake; sometimes 
u.sing them nobly, whether with the abandon of the great Greek burst 
of life, or under the control of a deliberate and steadfast striving 
towards important ends; sometimes ignobly, as in the ease of a 
morbid development of the taste for drink. The religious, the moral , 
the intellectual and the artistic faculties on which the progress of 
industry depends, are not acquired solely for the sake of the things 
that may be got by them; but are developed by exercise for the 
sake of the pleasure and the happiness which they themselves bring : 
and, in the same way, that greater factor of economic prosperity, 
the organization of a well-ordered state, is the product of an infinite 
variety of motives ; many of which have no direct connection with 
the pursuit of national wealth.^ 

No doubt it is true that physical peculiarities acquired by the 
parents during their life-time are seldom if ever transmitted to their 
offspring. But no conclusive case seems to have been made out for 
the assertion that the children of tho.se who have led healthy lives, 
physically and morally, will not be born with a firmer fibre than 
they would have been had the same parents grown up under un- 
wholesome influences which hud cnfeelded the fibre of their minds 
and their bodies. And it is certain that in the former case the chil- 
dren are likely after birth to be better nourished, and Ijctter trained ; 
to acquire more wholesome instincts; and to have more of that 
regard for others and that self-respect, which are the mainsprings of 
human progress, than in the latter casc.'^ 

It is needful then diligently to inquire whether the present 
industrial organization might not with advantage be so modified as 
to increa.se the opportunities, which the lower grades of industry 
have for using latent mental faciiltie.s, for deriving pleasure from their 
use, and for .strengthening them by use ; since the argument that if 
such a change had been beneficial, it would have been alreadv 

* Jliiii MJtli hih many luotiM'--, .is In* iii.iy not doliburntoly lo 01100111,11:0 tlio 

piroivth of one peculiarity, may equally set liim«c]f lo clieck Ihe proutli of aiiotlinr ; 
tlic Blowneas of progress duriiip; the Middle Ages was parlly duo to a doliberalo deicstii- 
lion of learning. 

■'* Moo Xoto Xf. in the r^Iatbomatioal ApjH-ndix. Considcralions of this class 
bavo Uttlf 3 application lo tlie ilcvulopmoiit of iiu.ro nuinials, sucli as mice; and noiio 
at all to tliat of peas and oilier \ fpctublcs. ^Viid tltorofnic the inai^Tllous antlimotii*id 
results which Imvo been established, provisionally nl all events. In rcgaitl to lii'reilily 
in such casus, have very little bearing on the full problems of inlicrilnncc with liioii 
students of social science arc coueemed : nntl some negative utterances on tliis subject 
by eminent Mendi'lians seum to lack uiu* nsiTvc. Kxecllcnt remarks 011 the subject 
Will be found in Prof. Pigoids and Weljan, Part I, ch, iv. 
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brouglit about by the struggle for survival, must be rejected asiv, vni, s. 
invalid. Man’s prerogative extends to a limited but effeetive control 
over natural development by forecasting the future and prepai'ing 
the way for the next step. 

Thus progress may be hastened by thought and work ; by the Chanaes in 
application of the principles of Eugenics to the replenishment of 
the race from its higher rather than its lower strains, and by the 
appropriate education of the faculties of cither sex : but however devdop- 
hastened it must be gradual and relatively slow. It must be .slow 
relatively to man’s growing command over technique and the forces tiioniore 
of nature; a command which is making ever growing calls fordthor” 
courage and caution, for resource and steadfastness, for penetrating 
insight and for breadth of view. And it must be very much too 
slow to keep pace rvith the rapid inflow of proposals for the prompt 
reorganization of society on a new basis. In fact our new’ command 
over nature, while opening the door to much larger schemes for 
industrial organization than were j)liysically jio.ssible even a short 
time ago, places greater responsibilities on those who would advocate 
new developments of social and industrial .structure. For though, 
institutions may be changed rapidly; yet if they are to endure they 
must be appropriate to mau : they camiot retain their stability if 
they change very much fa.ster than he does. Thus progress itself 
increases the urgency of the w'arning that in the economic world, 

Natura noufacil saltuin.^ 

Progress must be slow ; but even from the merely material point 
of view it is to be remembered that changes, which add only a little 
to the immediate cHiciency of production, may be worth having if 
they make mankind ready and fit for an organization, w’hich will lie 
more effective in the production of wealth and more equal in its 
distribution; and that every system, which allow’s the higher facul- 
ties of the lower grades of industry to go to waste, is open to grave 
suspicion. 


^ Comimre Appendix A, IB. 



CHAPTER IX 


INDUSTRIAL ORGANIZATION, CONTINUED. DIVISION OF 
LABOUR. THE INFLUENCE OF MACHINERY 

IV, ir, 1 . § 1. The first condition of an efficient organization of industry 

11)70^80 should keep everyone employed at such work as his abilities 

o£ inquiry and training fit him to do well, and should equip him with the best 
Se three machinery and other appliances for his work. AVc shall leave on 
following Qjjg gjjg foj ^;]^g present the distribution of work between those who 
carry out the details of production on the one hand, and those who 
manage its general arrangement and undertake its risk on the 
other; and confine ourselves to the division of labour between 
different clas.ses of operatives, with sjfecial reference to the influence 
of machinery. In the following chapter we shall consider the reci- 
procal effects of division of labour and localization of industry; in 
a third chapter wc shall inquire how far the advantages of division 
of labour depend upon the aggregation of large capitals into the hands 
of single individuals or firms, or, as is commonly said, on production 
on a large scale ; and lastly, wc shall e.vamine the growing specializa- 
tion of the work of business management. 

Everyone is familiar with the fact that “ practice makes jier- 
fect,” that it enables an operation, which at first seemed difficult, 
to be done after a time with comparatively little exertion, and yet 
much better than before ; and physiology in some measure explains 
this fact. For it gives reasons for believing that the change is due 
pianaiion! I-® gradual growth of new habits of more or less “ reflex ” or 
automatic action . Perfectly reflex actions, such as that of breatli ing 
during sleep, are perfonned by the responsibility of the local nerve 
centres without any refeivnce to the supreme central authority of 
the thinking power, which is supposed to reside in the cerebrum. 
But all deliberate movements require the attention of the chief 
central authority : it receives information from the nerve centres or 
local authorities and perhaps in some cases direct from the sentient 
nerves, and sends back detailed and complex instructions to the local 
authorities, or in some cases direct to the muscular nerves, and so 
co-ordinates their action as to bring about the required results.^ 

* For inatiiniT, the first time a man attpm]ils to skaio lio mtmt (jive liis wliolo 
attontion to keepmp hia bulaiU'O, liis rrrobriiin liua to cxrrc’iso u direct control or or 
every movement, and ho has not much mental energy left fur other thin;;.'!. Hut 


Practice 

makes 

porlcet. 


Physio- 
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The physiological basis of purely mental work is not yet well iv, ix, i. 
understood ; but what little we do know of the growth of brain „ — T", 

• T 1 . . ® 1 /* JUlOW loilgO 

structure seems to indicate that practice in any kind of thinking and Intel, 
develops new connections between different parts of the brain. Any- abmty. 
how we know for a fact that practice will enable a person to solve 
quickly, and without any considerable exertion, questions which he 
could have dealt with but very imperfectly a little while before, 
even by the greatest effort. The mind of the merchant, the lawyer, 
the physician, and tlie man of science, becomes gradually equipped 
with a store of knowledge and a faculty of intuition, whicli can be 
obtained in no other way than by the continual application of the 
best efforts of a powerftd thinker for many years together to one 
more or less narrow class of questions. Of course the mind cannot 
work hard for many hours a day in one direction : and a hard- worked 
man will sometimes find recreation in work that does not belong to 
his business, but woidd be fatiguing enough to a person who had to 
do it all day long. 

Some social reformers have indeed maintained that those who chanpo of 
do the most important brain work might do a fair share of manual 
work also, without dimini.shing their power of acquiring knowledge form of 
or thinking out hard questions. But e.xperienco seems to show that 
the best relief from ovenstrain is in occupations taken up to suit the 


after R pootl (Iral of pmctii'f' tlu» nction the locnl lu'rvo 

cciitroH uiulcrluko uffti'Iy uU the work of repiiluiinir the iiiuBflt's, tl»e rprobruin is 
set froi?, and tlio man can carry on uu train of tlioiipht; con even 

alter liis couraa to avoid an olislacla in his path, or lo n'cowr liin hnlnnco after it has 
been di»turl)C(l by a slipiit nnovfinw'ss, without in any way interrupting iho eourso 
of his tlioiiphta. It seems tiiat tlie exert iw of force unrler tho immediate 

diroction of llio thinking power residing in tlic cerebrniii luis priwiually built up n set 
of connoctions, involving ]n‘ol)al)ly distinct physical elmripe, between Iho nerves 
an<l nerve ccnti'cs conccrni'tl; and these now coimcctions may bo ropnrded as a 
sort of ca]jital of iicrvo force. There is prolmhly somethin}; like on orpauizud bureau- 
cracy of the local nervo centres : tho medulla, the spiiml axis, and tlic larger jranglin 
gcncM'nIly uetiiip tlio part of provincial authorities, and being able after a timo to 
regulate tlic di.strict and villiu'c authorities without troubling the aiipremo government. 
Very likely tliey semi up imbssimcs as to whnt is goini; on ; but if nothing much out 
of tho way has happened, these are very little atlciuliHl In. A\'hcn however ii now 
feat has to be uiM-oiupUslicd, as for instance leanniii; to skate baekwanJs, tho whole 
thinking force will he ealled into requisition for the time; iiuJ. will now bo able by 
aid of tlic spoeiiil skatina-orgaiiization of the nerves ami nerve j*enlrea, which lias 
been built up in ordiiiory skating, to do what would liavo been altogelhor impossible 
without Bucli uid. 

To taka a higher iiistaneo : when an artist is painting ni Ids liest, hiu cerebrum 
is fully oeeupied with his work : his whole mental force is tlnown into it, and tho 
strain is too great to be kept up for a long Urac together. In a few hours of happy 
inspiration he may give utteraneo to thoughts tlmt exert a perreptiblo influence on 
tho character of coming generations. But his power of exi>resaiou had boon earned 
by numberless hours of plodding work in which ho Imd gradiuilly built up an intimate 
connection between eyo and hand, siiUicicnt to enable him lo make good rough 
sketelics of things with which ho is tolerably familiar, even while he is engaged 
in an engrossing conversation and is scarcely coiuscious that ho has a pencil in his 
Imnd. 
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IV, IX, 2. mood of the moment and stopped when the mood is passed, that is, 
in what popular instinct classes as “ relaxation.” Any occupation 
which is so far business-like that a person must sometimes force 
himself by an effort of the will to go on with it, draws on his 
nervous force and is not perfect relaxation : and therefore it is 
not economical from the point of view of the community unless 
its value is sufficient to outweigh a considerable injury to his main 
work.^ 

In the § 2. It is a difficult and miscttled question how far specialization 
^(Ira of should be carried in the highest branches of work. In science it 
work- seems to be a sound rule that the area of study should be broad 
Bpeciahza- during youth, and should gradually be narrowed as years go on. A 
nortdwai-a *^sdical man who has ahvays given his attention exclusively to one 
inorea-TC ' class of diseases, may perhaps give less wise advice even in his special 
eificioncj. auothcr who, having learnt by wider experience to 

think of those diseases in relation to general health, gradually con- 
centrates his study more and more on them, and accumulates a vast 
store of special experiences and subtle instincts. But there is no 
doubt that greatly increased efficiency can be attained through 
division of labour in those occupations in which there is much 
demand for mere manual skill. 

But it is Adam Smith pointed out that a hid who had made nothing but 
auquiro could make them twice as quickly as a first-rate 

maiffi nail-making occa.sionally. Anyone who 

skiii in II has to pcrfoim exactly the same set of operations day after day on 
things of exactly the same .shape, gradually learns to move his fingers 
uoik. exactly as they arc wanted, by almost automatic action and with 
greater rapidity than w’ould be possible if every movement had to 
wait for a deliberate instruction of the will. One familiar instance is 
seen in the tying of threads by children in a cotton-mill. Again, 
in a clothing or a boot factory, a person wdio sows, whether by hand 
or machinery, just the same scam on a piece of leather nr cloth of 
just the same size, hour after hour, day after day, is able to do it 
with far less effort and far more quickly than a worker witli much 
greater quiclmcss of eye and hand, and of a much higher order of 

^ iJ. S. Mill so ft^r US to maintain that his ocnipalionb at tlio India Oni (0 
did not iiitorCuro with ins pursuit of phi losop] dual itupiirics. Ihit it seems probulilo 
that this diversion of his freshest powers lowered tlio (juiility of his best Ihoughi monj 
tlian he was a\vare; and though it may have dimlnislicd but littlo his rcmaikubli* 
uspfiilnoss in })is own genf'ration, it prolwiWy uiTccteil very miicli liis power of doiiw 
that land of work whicli influciu'cs tlio course of thought in future generations. Jt 
was by husbanding every atom of his small physiral sln'iiglli that Darwin was enahlotl 
to do KO much work of just that kind : unit a social reformer who had succeeded in 
exploiting Darwin’s leisure hours m useful work on behalf of tho community, would 
have d(;ne a very bad pioco of business for it. 
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general skill, who was accustomed to make the whole of a coat or iv, ix, 2. 
the whole of a boot.^ — 

Again, in the wood and the metal industries, if a man has to xiio 
perform exactly the same operations over and over again on the 
same piece of material, he gets into the habit of holding it exactly in processes 
the way in which it is wanted, and of arranging the tools and other “ood and 
things which he has to handle in such positions that ho is able to 
bring them to work on one another with the least possible loss of time 
and of force in the movements of his own body. Accustomed to find 
them always in the same position and to take them in the same order, 
his hands work in harmony with one another almost automatically : 
and with increased practice his expenditure of nervous force 
diminishes even more rapidly than his expenditure of muscular force. 

But when the action has thus been reduced to routine it has tiic 
nearly arrived at the stage at which it can be taken over by 
macLineiy. Inc emef dilliculty to be overcome is that of getting labour and 
the machinery to hold the material firmly in exactly the position in 
which the machine tool can be brought to bear on it in the right 
way, and without wasting too much tune in taking grip of it. But 
this can generally he contrived when it is worth while to spend some 
labour and expense on it ; and then the w’hole operation can often 
be controlled by a worker who, sitting before a machine, takes with 
the left hand a piece of wood or metal from a heap and puts it in a 
socket, while with the right he draws down a lever, or in some 
other way sots the machine tool at work, and finally with his left 
hand throws 011 to another heap the material which has been cut or 
punched or drilled or planed exactly after a given pattern. It in 
these industries c.specially that we find the reports of modern trades- 
unions to be full of complaints that unskilled labourers, and even 
their wives and children, are put to do work which used to require 
the skill and judgment of a trained mechanic, but which has been 
reduced to mere routine by the improvement of machinery and the 
ever-increasing minuteness of the subdivision of labour. 

* TIi(» l«*aC und iMoat rxiieiisivo 1 'Iotlu‘S arc m.ulc by liinbly skilloil and highly 
paid lailoi>, of ttlioiu ttorUs thiou^li fiisi oiif ifarmcnti and tlion tiiiotluT: 
while llie iiud clolhi** au* iiiiulc for wouca by unsltillcd 

w'oincn who take tho tlolh to llicir own homes unci do every i»nrL of the sowing them- 
selves. But clutliea of mtenncduilu qualities are made in wurkaho[)S or factories, in 
which the d[\iBioiL nml subdivision of inhour arc carrk'd as far ns the ai/.e of the atoif 
will permit; and tliia method is nqiidiy ^ainin;; ground at botii ends at the expense 
of the rival method. Lord Jjaudcrdalc {luquiiy, p. 282) quotes Xenophon's argu- 
ment that the best work is done when each coniines hiniself to one simple department, 
as when one man makes slices for men, and another for women; or better when one 
man only sews shoes or garments, another cuts them out : tiio king^s cooking is much 
belter than anybody’s elso’s, because lio has one cook who only boils, another who 
only roasts meat; one who only bods fish, another who only fries it : there is not 
one man to make all soits of bread but a special man for special qualities. 
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§ 3. We are thus led to a general rule, the action of which is 
more prominent in some branches of manufacture than others, but 
which applies to all. It is, that any manufacturing operation that 
can be reduced to uniformity, so that exactly the same thing has to 
be done over and over again in the same way, is sure to be taken 
over sooner or later by machinery. There may be delays and diffi- 
culties; but if the work to be done by it is on a sufficient scale, 
money and inventive power will be spent without stint on the task 
till it is achieved.^ 

Thus the two movements of the improvement of machinery and 
the growing subdivision of labour have gone together and are in 
some measure connected. But the connection is not so close as is 
generally supposed. It is the largeness of markets, the increased 
demand for great numbers of things of the same kind, and in some 
cases of things made with great accuracy, that leads to subdivision 
of labour ; the chief effect of the improvement of machinery is to 
cheapen and make more accurate the work which would anyhow 
have been subdivided. For instance, “ in organizing the works at 
Soho, Boulton and Watt found it necessary to carry division of 
labour to the furthest practicable point. There were no slide- 
lathes, planing machines or boring tools, such as now render mechani- 
cal accuracy of construction almost a matter of certainty. Every- 
thing depended on the individual mechanic’s accuracy of hand and 
eye ; yet mechanics generally were much less .skilled then than they 
are now. The Avay in which Boulton and AVatt contrived partially 
to get over the difficulty was to confine their workmen to special 
classes of work, and make them as expert in them as possible. By 
continued practice in handling the same tools and fabricating the 
same articles, they thus acquired great individual proficiency.” ^ 
Thus machinery constantly supplants and renders unnecessary that 

' One gmit inventor is rumouretl to have spent £3Un,0n0 on experiments relating 
to textile raacliincry, and hie outlay is said to have been almndniitly returned to him. 
bomo of his inventions were of biich a kiml ub eiin be made only by a man of genin.s ; 
and however great the need, they niuBt have waitetl till the nglit man was found for 
them. Ho cliargod not unreasoimhly ua royalty for each of his eonibing 

machines; ami a worsted mamifueturer, being full of vork, foinul it Avorth his wliilo 
to buy nn ndrlitiomd machine, and pay this extra ehaige for it, only six months 
before the expiry of ilie patent. But such coses arc exceplionul : as a rule, pnteiilctl 
machines are not very dear. In some cases tlio economy of having them all j>i'oduei*d 
at one plaeo liy sjiecial machinery lias been ho great tliat the jiatentc'e haa found it to 
luH a<lvantagc to sell tliem at a price loAver than tho old price of the inferior machinc.s 
which they displaced : for that old price gavo him so high a profit, that it was worth 
his while to lower the jjrico still further in order to iiuhieo il»o use of tho machines 
for new ]mrpoBcs and in new markets. In almost every trade many things arc <lon() 
by hand, though it is well known that they eoultl ennily be done by some adaptttti<»iis 
of machines that are already in uso in that or some otlu'r trade,' and which are not 
made only boeauso thorc would not as yet Ix) enough employment for them to re* 
munoratc the trouble and expense of making them. 

® Smiles’ Boitf/on and Walt, pp. 17U, 1. 
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purely manual skill, the attainment of which was, even up to Adam iv, nc, 4. 
Smith’s time, the chief advantage of division of labour. But this gonierf 
influence is more than countervailed by its tendency to increase the 
scale of manufactures and to make them more complex ; and there- division of 
fore to increase the opportunities for division of labour of all kinds, 
and especially in the matter of business management. tho scope 

§ 4. The powers of machinery to do work that requires too much 
accuracy to be done by hand are perhaps best seen in some branches made 
of the metal industries in which the system of Interchangeable Parts 
is being rapidly developed. It is only after long training and with ‘luoinp tho 
much care and labour that the hand can make one piece of metal of inter- 
accurately to resemble or to fit into another : and after all the “b®" 
accuracy is not perfect. But this is just the work which a well made Farta. 
machine can do most easily and most perfectly. For instance, if 
sowing and reaping machines had to be made by hand, their first 
cost would be very high ; and when any part of them was broken, 
it could be replaced only at great cost by sending the machine back 
to the manufacturer or by bringing a highly skilled mechanic to the 
machine. But as it is, tho manufacturer keeps in store many fac- 
similes of the broken part, which were made by the same machinery, • 
and are therefore interchangeable with it. A farmer in the North- 
West of America, perhaps a hundred miles away from any good 
mechanic’s shop, can yet use complicated machinery with confidence ; 
since he knows that by telegraphing the number of the machine and 
the number of any part of it which he has broken, he will get by 
the next train a new piece which he can himself fit into its place. 

The importance of this principle of interchangeable parts has been 
but recently grasped ; there are however many signs that it will do 
more than any other to extend the use of machine-made machinery 
to every branch of production, including even domestic and agri- 
cultural work.i 

The influences which machinery exerts over the character ofiiiustra- 
modern industry arc well illustrated in the manufacture of watches. ,ist^ 
Some years ago the chief seat of this business was in French Switzer- onhe 
land ; w’here the subdivision of labour wms carried far, though a great 
part of the work was done by a more or less scattered population, 

There were about fifty distinct branches of trade each of which did 
one small part of the work. In almost all of them a highly specialized 
manual skill was required, but very little judgment; the earnings 

^ Tho systom owes its origin in great motisuro to Sir Joseph AVhitworth’s standard 
gauges ; but it lias been worked out with most enterprise and thoroughness in America. 
Standardization is most helpful in regard to things which aio to be built up with others 
into complex machines, buildings, bridges, etc. 
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IV, IX, 4. were generally low, because the trade had been established too long 
— for those in it to have anything like a monopoly, and there was no 
difficulty in bringing up to it any child with ordinary intelligence. 
But this industry is now’ yielding ground to the American system of 
making w’atches by machinery, which requires very little specialized 
manual skill. In fact the machinery is becoming every year more 
and more automatic, and is getting to require less and less assistance 
Complex from the human hand. But the more delicate the machine’s power, 
InM^cs^ the greater is the judgment and carefulness which is called for from 
those who sec after it. Take for instance a beautiful machine 
for^judg- which feeds itself with steel wire at one end, and delivers at the 
Other tiny screws of exquisite form; it displaces a great many 
inteiii- Operatives who had indeed acquired a very high and specialized 
manual skill, but who lived sedentary lives, straining their eyesight 
through microscopes, and finding in their work very little scope for 
any faculty except a mere command over the use of their fingers. 
But the machine is intricate and costly, and the person who minds 
it must have an intelligence, and an energetic sense of responsibility, 
which go a long way towards maldng a fine character ; and which, 
though more common than they were, are yet sufficiently rare to 
be able to earn a very high rate of pay. No doubt this is an extreme 
case ; and the greater part of the work done in a w’atch factory is 
much simpler. But much of it requires higher faculties than the 
old system did, and those engaged in it earn on the average higlicr 
wages ; at the same time it has already lirought the price of a ti ust- 
worthy watch within the range of the poorest classes of the com- 
munity, and it is showing signs of being able soon to accomplish the 
very highest class of work.^ 

and in Those who finish and put together the different parts of a w’atch 
we^LnT* must always have highly specialized skill : but most of the machines 
tho which are in use in a watch factory arc not different in genei’al 
that divide character from those which are used in any other of the lighter metal 
tradJ™*^ trades : in fact many of them arc mere modifications of the turning 
lathes and of the slotting, punching, drilling, planing, shaping, 
milling machmes and a few others, wffiich are familiar to all engineer- 
ing trades. This is a good illustration of the fact that w’hile there is 
a constantly increasing subdivision of labour, many of the lines of 

^ Tho pcrfoction which tho mcicliincry has already attained is shown by tho fart 
that at tho Inventions Exhibition held in London in 1885, tho rc])roscntativo of nn 
Aracriran watch factory took to picrcs fifty wntrlios before sonio Enj^lish I’Cprosontn- 
tivea of tho older system of manufacture, and after throwing tho different parts into 
different heaps, asked them to suloct for him one picco from each hoop in succession; 
he then sot these pieces up in ono of Iho watch>cQBca and lianded them back a watcli 
in perfect order. 
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division between trades which are nominally distinct are becoming iv, a, s. 
narrower and less difficult to be passed. In old times it would have — 
been very small comfort to watch-makers, who happened to be suffer- 
ing from a diminished demand for their wares, to be told that the 
gun-making trade was in want of extra hands ; but most of the 
operatives in a watch factory would find machines very similar to 
those with which they were familiar, if they strayed into a gun- 
making factory or sewing-machine factory, or a factory for making 
textile machinery. A watch factory \rith those who worked in it 
could 1)0 converted without any overwhelming loss into a sewing- 
machine factory ; almost the only condition would be that in the 
new factory no one should be put to work which required a higher 
order of general intelligence, than that to which he was already 
accustomed. 

§ 5. The printing trade affords another instance of the way in iiiustra- 
which an improvement of machinery and an increase in the volume fj^prinT- 
of production causes an elaborate subdivision of labour. Everyone ‘“g ‘“‘■e- 
is familiar with the pioneer newspaper editor of newly settled districts 
of America, who sets up the tyjie of his articles as he composes them; 
and with the aid of a boy prints off his sheets and distributes them 
to his scattered neighbours. When however the mystery of printing 
was new, the printer had to do all this for himself, and in addition 
to make all his own appliances.^ These arc now provided for him 
by separate suljsidiary ” trades, from whom even the printer in 
the backwoods can obtain everything that he wants to use. But 
in spite of the assistance which it thus gets from outside, a large 
printing establishment has to find room for many different classes 
of workers within its walls. To say nothing of those who organize 
and superintend the business, of those who do its office work and 
keep its stores, of the skilled “ readers ” who correct any errors that 
may have crept into the “ proofs,” of its engineers and repairers of 
machinery, of those who cast, and who correct and prepare its stereo- 
type plates ; of the warehousemen and the boys and girls who assist 
them, and several other minor classes; there arc the two great 
groups of the compositors who set up the type, and the machinists 
and pre&smcn who print impressions from them. Each of these two instonoe 
groups is divided into many smaller groups, especially in the large 
centres of the printing trade. In London, for instance, a minder cation in 

^ “Tho typo-founclor was probably tlio first to floccilo from the concern; then 
printers delegated to otliors tho making o£ presses; nflcrwards tho ink nnd tho rollers 
found separate and distinct manufacturers; and thero arose a class of persons who, 
though belonging to other trades, made printing appliances a speciality, such as 
printers’ smiths, printers’ joiners and printers’ eiijginccra ” (Mr. Southward in tho 
Article on Typography in the EncychpaidiaBritannica). 
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IV, IX. 5. who was accustomed to one class of machine, or a compositor who 
mnd^ was accustomed to one class of work, if thrown out of employment 
industry would not willingly abandon the advantage of his specialized skill, 
!'nd falling back on his general knowledge of the trade seek work at 
division, another kind of machine or in another class of work.^ These 
barriers between minute subdivisions of a trade count for a great 
deal in many descriptions of the modern tendency towards specializa- 
which ran tion of industry ; and to some extent rightly, because though many 
wdtho^ of them are so slight that a man thrown out of work in one suli- 
_ division could pass into one of its neighbours without any great loss 
‘ of efficiency, yet he does not do so until he has tried for a w'hile to 
get employment in his old lines; and therefore the barriers are as 
effective as stronger ones would be so far as the minor fluctuations 
of trade from week to week are concerned. But they are of an 
altogether different kind from the deep and broad partitions which 
divided one group of mediaeval handicraftsmen from another, and 
which caused the lifelong suffering of the handloom-weavcrs when 
their trade had loft them.® 

infitance In the printing trades, as in the watch trade, we sec mechanical 
kcreaaed scientific appliances attaining results that would be impossible 

' For instnnrc, Mr. Koutlward fella iia '• a mimlor may iindorBland only linok 
machines or only news machines; ho may know all nljoiit ” inm hincs tliiit jirint 
from Hat surfiiccs or tliosc that print from cylinders; “or of cylinders ho may know 
only one kind. Entirely novel machines create n new clnss of artisans. Tlicre are 
men perfectly competent to manayc a Walter press who arc innorant how to work 
two-colour or fine book-work machines. In the comiiositor’s department division of 
labour is carried out to a still minuter deerce. An old-fasliioned printer would set up 
indiilcrently a placard, a tille-jiapc, or a book. At tlic present (lay we liave jobliiiil; 
liands, book hands, and news liands, tile wonl ‘ iiaml ’ BiiKuesUiik tlio fuelory-ldrc 
nature of tlio business. Tlicro arc jobbinp lmnd.s wlio eoidine tlieniselvoa to pil^ti'is. 
Book hands comprise tliose who set up tlic titles and tiioso who sot up the lioily of 
the work. Of these latter again, while one man comiioses, another, tlic ‘ inaker-uii,’ 
arranges the [jages.” 

“ Let us follow still further the progress of macliinery in suiiplanlinp manual 
labour in some directions and opening out new fielils for its eniiiloynient in olbi-rs. 
Let us watch the process liy which largo editions of a great newspaper arc set up and 
printed oil in n few hours. To begin with, a good jmrt of tlic lyjjc-sitimg is itself 
often done by n maeliino ; but m any case tlie types are in tlie first 'iiislimrc on a plain; 
surface, from wliicli it is im|iossible to print very rapidly. The next step therefore 
IS to make a papier-maelic east of tliem, wliieJi is bent oh to a cvliiider, and is llieii 
used as the mould from wliicli a new metal jdate is east tliat fils tlie eyiinilers of tlie 
printing maeliine. Fixed on these it rotates iillernatelv against tlie iiikiiig evlinders 
and tlic paper. Tlio pajier is arranged in a Imge roll iit tlie liollnm of the hiaeliiiie 
Eind unrolls itself iiutomiitically^ first ii^ninHt the (Iftinjiinif j'.vlijult'rs uiid tlirii 
tlie printing cylinders, the first of wliicli prints it on one siiie, and the second on llu- 
other : tlioneo to the cutting cylinders, which cut it into ecpiul lengths, and tlicnco 
to the folding ajiparatus, which folds it ready for sale. 

More recently the easting of tho type lias been brought under tlic new mctliods. 
The compositor plaj-s on a keyboard liko that of tlio type-writer, and the matrix 
of a corresponding letter goes into lino : tlien after spaeiiig out, molten lend is poured 
on the lino of matrices, and a soli'! line of type is ready. And in a furtlicr dcvelop- 
rnent each letter is cast separately from its matrix ; the machine reckons up tho space 
taken by the letters, stops when there are enoiigli for a line, divides out tlni fn-e 
space equally into the requisite number of small s|)aces between tho words ; and finally 
easts the lino. It is claimed that one compositor can work several such machines 
simultaneously m distant towns by electric currents. 
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without them ; at the same time that they persistently take over iv, ix, e. 
work that used to require manual skill and dexterity, but not much 
judgment; while they leave for man’s hand all those parts which forfaoui- 
do require the use of judgment, and open up all sorts of new occupa- iigh°orfer 
tions in which there is a great demand for it. Every improvement by 

. /» . . , •/ X mAODiQOiy* 

aud cheapening of the printer's appliances increases the demand for 
the judgment and discretion and literary knowledge of the reader, 
for the skill and taste of those who know how to set up a good title- 
page, or how to make ready a sheet on which an engraving is to be 
printed, so that light and shade will be distributed properly. It 
increases the demand for the gifted and highly-trained artists who 
draw or engrave on wood and stone and metal, and for those who 
know how to give an accurate report in ten lines of the substance 
of a speech that occupied ten minutes — an intellectual feat the diffi- 
culty of which we underrate, because it is so frequently performed. 

And again, it tends to increase the work of photographers and 
clectrotypers, and stereotj’pers, of the makers of printer’s machinery, 
and many others who get a higher training and a higher income from 
their work than did those layers on and takers off, and those folders 
of newspapers who have found their work taken over by iron fingers 
and iron arms. 

§ 6. We may now pass to consider the effects which machinery Machinery 

has in relieving that excessive muscular strain which a few genera- rpi'e''™ . 

. , - 1 ^ 1 1 . the Strain 

tions ago was the common lot or more than lialf the working men on human 

even in such a country as England. The most marvellous instances 

of the power of machinery arc seen in large iron-works, and especially 

in those for making armour plates, where the force to be exerted is 

so great that man’s muscles count for nothing, and where every 

movement, whether horizontal or vortical, has to be effected by 

hydraulic or steam force, and man stands by ready to govern the 

machinery and clear away ashes or perform some such secondary 

task. 

Machinery of this class has increased our command over nature, 
but it has not directly altered the character of man’s work very 
much ; for that which it does he could not have done without it. 

But in other trades machinery has lightened man’s labours. The 
house carpenters, for instance, make things of the same kind as 
those used by our forefathers, with much less toil for themselves. 

They now give themselves chiefiy to those parts of the task which 
are most pleasant and most interesting; while in every country 
town and almost every village there are found steam mills for 
sawing, planing and moulding, which relieve them of that grievous 
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fatigue which not very long ago used to make them prematurely 
old.i 

Now machinery, when just invented, generally requires a groat 
deal of care and attention. But the work of its attendant is alway.s 
being sifted; that which is imiform and monotonous is gradually 
taken over by the machine, which thus becomes steadily more and 
more automatic and self-acting; till at last there is nothing for the 
hand to do, but to supply the material at certain intervals and to 
take away the work when finished. There still remains the responsi- 
bility for seeing that the machinery is in good order and working 
smoothly ; but even this task is often made light by the introduotion 
of an automatic movement, which brings the machine to a stop the 
instant anything goes wrong. 

Nothing could be more narrow or monotonous than the occupa- 
tion of a weaver of plain stuffs in the old time. But now one 
woman will manage four or more looms, each of which does many 
times as much work in the course of the day as the old hand-loom 
did ; and her work is much less monotonous and calls for much more 
judgment than his did. So that for every humlrcd yards of cloth 
that are woven, the purely monotonous work done by human beings 
is probably not a twentieth part of wliat it was.'^ 

Facts of this kind arc to be found in the recent history of many 
trades : and they are of great importance when we arc considering 
the way in which the modern organization of industry is tending to 
narrow the scope of each person’s work, and thereby to render it 
monotonous. For those trades in which the work is most sub- 
divided are those in which the chief muscular strain is most certain 
to be taken off by machinery ; and thus the chief evil of monotonous 
work is much diminished. As Koseher s.ays, it is monotony of life 
much more than monotony of work that is to Ije dreaded : monotony 
of work is an evil of the first ov<lcr only when it involves monotony 
of life. Now when a person's employment recpiircs much physiral 
exertion, he is fit for nothing after his work ; and unless his mental 
faculties are called forth in his work, they liave little ehance of being 

^ The ]»uk-plann, used fcir ni.iKiJit: sinotjlli Iapjo hoanls for floors nml ollfor pur- 
poses, us(vl to cuusu heart tlwaw, inukiii^ «ar|icntcr3 as a rulo old men by tlio tinio 
tlioy were fori y. Adam Sinitli tells iis iluil “ A\uiUin('n, when they arc liberally paid, 
aro very apt to overwork tlicin'*elvcs «nd to luiii thoir health and con.slitntion in n 
few years. A carpenter in J.<oudon, and in somo otlicp ])laecs, is not supposed to lu.st 
in ins utmost vijioiir above ei;xht .wai.s. , . . .\lmo9t every class of arliliecrs is sub- 
ject to somo jiarticular infirmity 0 ( caponed by I'xepssive application to their peculiar 
species of work.” Wuillh of Xfitioti*, Jluok i. elm]jler vii, 

* The ofliciency of labour in wenvin" hna been iiirreased twolvc-fold and thot in 
spinninu six-fold durin^^ the last Bcvi*iity ^ears. In the preceding seventy jears tlio 
improvements in spiiinim; had already luercabcd the cllicicncy of labour two-liundrcd- 
fold (ace KUison’s Cotloii Tradt of Great JJiiiain, ch. iv. anil v.). 
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developed at all. But the nervous force is not very mucli exhausted iv, nt, 7 . 
in the ordinary work of a factory, at all events where there is not — 
excessive noise, and where the hours of labour are not too long. 

The social surroundings of factory life stimulate mental activity in 
and out of working hours; and many of those factory workers, 
whose occupations are seemingly the most monotonous, have con- 
siderable intelligence and mental resource.^ 

It is true that the American agriculturist is an able man, and 
that his children rise rapidly in the world. But partly because land 
is plentiful, and he generally owns the farm that he cultivates, he 
has better social conclitions than the English; he has alwa}'s had to 
think for himself, and has long had to use and to repair complex 
machines. The English agricultural labourer has had many great 
disadvantages to contend with. Till recently he had little education ; 
and he was in a great measure under a semi-feudal rule, which was 
not without its advantages, but which repressed enterprise and even 
in some degree self-respect. The.se narrowing causes are removed. 

He is now fairly well educated in youth. He learns to handle various 
machinery; he is less dependent on the good-will of any particular 
squire or group of farmers ; and, since his work is more various, and 
educates intelligence more than the lowest grades of town work do, 
he is tending to rise both absolutely and relatively. 

§ 7. We must now proceed to consider what are the conditions tiio 
under which the economics in production arising from division 
labour can best bo secured. It is obvious that the efficiency of spreiaiized 
specialized machinery or specialized skill is but one condition of its Sumry 

‘ Perhaps tlio tcxtilo imluslrios afford the best iiislanco of work that used to bo 
dotio by luiiicl fiiiil is now dono by machinery. They are especially prominent in 
h'jmhiiKl,*whcio tlicy givo employment to nearly half a million males and more tlmn 
half a million females, or inoro than one in ten of thosu persons wlio aro earning; 
inilcpciiflent mcomos. Tho strain that is taken off Immon imieeleB in dealing even 
with tiiouu soft materials is shown by tho fact that for every one of these million 
operatives there is used about one horse-power of steam, that is, about ten times 
ns much as they would thcmsulvcs exert if they wero all strong men ; and the history 
of tlieso industries will ser\’e to rcmiivl us that many of those who perform tho more 
monotonous parts of manufacturing work aro as a rule not skilled workers who luivo 
como down to it from a higher class of work, but unakillcd workers w'ho havo risen to 
if. A givftt numlicr of llioso w ho work in the lAoncashirc cotton'roills have como llicro 
from povcrty-stiieken districts of Jieinnd, while olliers arc the descendants of paupers 
and people of weak physique, wlio were sent there in large numbers early in tho last 
century from tho most miserable conditions of hfo in the poorest agricultural districts, 
where tho labourers wero fed and liouscd almost worse tlmn tho animals w’hom they 
tended. Again, when regret is expressed that tho cotton factory hands of Nowr 
England hnvo not the high standanl of culture which prevailed among them a century 
ago, wo must remember that tho descendants of those factory workers liave moved 
up to higher and moro rcsponsiblo posts, and include nuiny of tho ablest and wealthiest 
of tho citizens of America. Tlioso wlio havo token their places are in the process of 
being raised ; they are chiefly Frencli Canodians and Irish, who though they may 
leam in their now homes somo of tho vices of civilization, are yet much better on 
aud have on the whole better opportunities of developing the higher faculties of them- 
solves and thoir children than they had in their old homes. 
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IV, K. 7. economic use; tte other is that sufficient work should be found to 
keep it well employed. As Babbage pointed out, in a large factory 
thTt’Sey “ the master mamiacturer by dividing the work to be executed into 
fi“iy ^ different processes, each requiring different degrees of skill or force, 
occupied, purchase exactly that precise quantity of both which is necessary 
for each process ; whereas if the whole work were executed by one 
workman that person must possesss skill to perform the most difficult 
and sufficient strength to execute the most laborious of the operations 
into which the work is dmded.” The economy of production 
requires not only that each person should be employed constantly 
in a narrow range of work, but also that, when it is necessary for 
him to undertake different tasks, each of these tasks should be such 
as to call forth as much as possible of his skill and ability. Just in 
the same way the economy of machinery requires that a powerful 
turning-lathe when specially arranged for one class of work should 
be kept employed as long as possible on that work ; and if there is 
occasion to employ it on other work, that should be such as to be 
worthy of the lathe, and not such as could have been done equally 
well by a much smaller machine. 

most’’® Here then, so fat as the economy of production goes, men and 
um*oT'® stand on much the same footing : but while machinery is 

man as an a mere implement of production, man’s welfare is also its ultimate 
pfSucUon have already been occupied with the question whether 

!f htTfs no’ human race as a whole gains by carrying to an extreme that 
himself Specialization of function which causes all the most difficult work to 
he done by a few people : but we have now to consider it more 
nearly with special reference to the work of business management. 
The main drift of the next three chapters is to inquire what are the 
causes which make different forms of biLsiness management the 
fittest to profit by their environment, and the most likely to prevail 
over others', but it is well that meanwhile we should have in our 
minds the question, how far they arc severally fitted to benefit their 
environment. 

Many of those economies in the use of specialized skill and 
machinery which are commonly regarded as within the reach of 
very large establishments, do not depend on the size of individual 
factories. Some depend on the aggregate volume of production of 
the kind in the neighbourhood ; while others again, especially those 
connected with the growth of knowledge and the progress of the 
arts, depend chiefly on the aggregate volume of production in the 
whole civilized world. And here we may introduce two technical 
terms. 
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We may divide the economies arising from an increase in the iv, ix, 7. 
scale of production of any kind of goods, into two classes — firstly, External 
those dependent on the general development of the industry ; and, 
secondly, those dependent on the resources of the individual houses econotnies. 
of business engaged in it, on their organization and the efficiency of 
their management. We may call the former external economies, and 
the latter internal economies. In the present chapter we have been 
chiefly discussing internal economies; but we now proceed to 
examine those very important external economies which can often 
be secured by the concentration of many small businesses of a similar 
character in particular localities : or, as is commonly said, by the 
localization of industry. 
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INDUSTEIAL ORGANIZATION, CONTINUED. THE CONCENTRA- 
TION OF SPECIALIZED INDUSTRIES IN PARTICULAR 
LOCALITIES 


IV. X. 1. 

Even 
in early 
StBf'eB of 
civiliza- 
tion tlio 
production 
of Bomo 
light and 
valuable 
wares 
liaB been 
localized. 


§ 1. In an early stage of civilization every place had to depend 
on its ovn resources for most of the heavy wares which it consumed ; 
unless indeed it happened to have special facilities for water carriage. 
But wants and customs changed slowly : and this made it ea\v for 
producers to meet the wants even of consumers with whom they had 
little communication; and it enabled comparatively poor peo[)li‘ to 
buy a few expensive goods from a distance, in the security that they 
would add to the pleasure of festivals and hulida}’s during a life- 
time, or perhaps even during two or three life-times. Conserjui'iiily 
the lighter and more expensive articles of dress and personal adorn- 
ment, together with spices and some kinds of metal implement 
used by all classes, and many other things for the special use of 1 1n* 
rich, often came from astonishing distances. Some of these uitc 
produced only in a few places, or even only in one place ; and they 
were diffused all over Europe partly by the agency of fair.s ^ and 
professional pedlars, and partly by the producers themselve.s, who 
would vary their work by travelling on foot for many thousand miles 
to sell their goods, and see the world. These sturdy travellers took 
on themselves the risks of their little businesse.s; they enabled the 
production of certain classes of goods to be kept on the right track for 
satisfying the needs of purchasers far away; and they created new 
wants among consumers, by showing them at fairs or at their own 
houses new goods from distant lands. An industry concentrated in 
certain localities is commonly, though perhaps not (piite accurately, 
described as a localized industry.^ 

This elementary locahzation of industry gradually prepared the 


‘ Thus in tlio records of Uio Stourbridpo Fair hold near Cambriilpn wc iliid an 
endless variety of liplit and precious goods from tlic older sc.its of civilization m 
the East and on the Mediterranean; some having been brouglit in Italian ships, and 
others liavinp travelled by land as far as the shores of the North Sea. 

' Not very long ago travellers in western Tyrol could find a strange anil l•llllral'- 
tcristio relic of this habit in a village called Imst. Tho villapcrs had somehow ncfjiiiii'd 
a special art in breeding canaries i and their young men started for a tour to disl.iiit 
parts of Europe each with about fifty small cages hung from a polo over his shoulder, 
ami walked on till they had sold all. 
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way for many of the modern developments of division of labour in iv, x, 2 . 
the mechanical arts and in the task of business management. Kven 
now we find industries of a primitive fashion localized in retired 
villages of central Europe, and sending their .sim])lo wares even to 
the busiest haunts of modern industry. In liu.ssia the expansion of a 
family group into a village has often l)een the cause of a localized 
industry; and thei-e are an immense number of villages each of 
which carries on only one ])i'anch of production, or even only a part 
of one.^ 

§ 2 . Many various causes have led to tlie localization of indus- tiio 
tries; but the chief causes have been ])hysieal conditions; such as 
the character of the climate and the soil, the existence of mines and loenlkod 
quarries in the ncighbouihond, or within easy access by land or physical 
water. Thus metallic industries have generally been cither near 
mines or in jilaccs where fuel was cheap. The iron industries in 
England first sought tliosc districts in which charcoal was plentiful, 
and afterwards they went to the ncighbourliood of collieries.* 
Staffordshire malccs many kinds of jiottery, all the materials of 
which are imported from a long distance ; but she has cheap coal 
and e.xcellcnt clay for makinu the heavy seggars ” or boxes in 
which the jiottory is placed wliih; being fired. Straw plaiting has its 
chief home in 13odford.sliiro, where straw has ju.st the right propor- 
tion of silex to give strength ivithout brittleness; and Buckingham- 
shire beeches have afforded the material for the IVycombe chair- 
making. The Shelliehl cullerv trade is due chiefly to the excellent 
grit of which its grindstones are made. 

Another chief can.-ie has been the patronage of a court. The tiie 
rich fold there as.scmblcd made a demand for goods of specially high 
quality, and this attracts skilled workmen from a distance, and 
educates those on the spot. When an Ea.stern potentate changed 
his residence — and, ]nu'tly for sanitary reasons, tliis was constantly 

^ Tlicrc tiro for iiisianfo over .'(Hi devot'^l to various brnnrlu'H of ivootl- 

•work; oiio villiufo iiuiUcs iiotliiui' Imt K|?ok<*s for tlio whcols of ^ cliifli-s, another 
but the bodioH *ui«l -u on; and intlu-ulious of a lik«» slate of tluivjB arc found 
in, tho liistoricrt of oriental eiviliwlioiis and in ilic elunuiik*- of iii(*diii*vftl Kurope. 

Thus for infllftiii'i' wr* iv.id iKoL'tM's’ SiJ- C'eu/i/n’iy of U'ort nud llV/.'/rs, eh. iv.) of a 
Inwyor’ri haud,i liook wiitteii about wliu li nuU<**« unli- of f*-iirlrt nt IJiieuIn; 

blanket nt Jili^li ; buniot at Ueverloy ; nwdi't at C'olrlu'<t«'r; Hnrn fabrics nl iSUaftes- 
bury, Lowofi, and Aylsliara; cord at W.irvvk-k ami Bridpoil; knives at Marstcad; 
naedtes at Wilton : ru^orsat l.cifostcr; so.ip at rov«*ntiy ; Imr-Jc Lunhs at JJoiicaatcr; 
sldns tviul furs at and Slirocrsbury an-l si) on. 

Tho localization of trader in Kiulaivl at tiu* iKiiinniuj of tlu* oiulitt'oiilli century 
is well deseriijoil by Defoe, ri/tn of ICu'iHf^h Coww/o a** , S.j-7; Tradesmen^ li. 

282-3. 

“ Tlio Ifttor wanderiiiijs of the iron industry from Wak's, SlnlTordahiro and Shrop- 
shiro to Scot-land an.l tho North of Hiitflnnd are wvll shown in tho tables submitted 
by Sir Lowthian Boll to tho recent Commission on tho Dojircssion of Trade and In* 
duatry. Soo thoir Social Ueport, Part i. p. 32U. 
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IV, X, 2. done — ^the deserted town was apt to take refuge in the development 
of a specialized industry, which had owed its origin to the presence 
the of the court. But very often the rulers deliberately invited artisans 
fm’itatfon ^ distance and settled them in a group together. Thus the 
of rulers, mechanical faculty of Lancashire is said to be due to the influence of 
Norman smiths who were settled at AVarrington by Hugo de Lupus 
in William the Conqueror’s time. And the greater part of England’s 
manufacturing industry before the era of cotton and steam had its 
course directed by settlements of Blemish and other artisans; 
many of which were made under the immediate direction of Planta- 
genet and Tudor kings. These immigrants taught us how to weave 
woollen and worsted stuffs, though for a long time we sent our clotlis 
to the Netherlands to be fulled and dyed. They taught us how tu 
cure herrings, how to manufacture silk, how to make lace, glass, and 
paper, and to provide for many other of our wants.^ 

The But how did these immigrants learn their skill ? Their ancc.stors 

develop*^' doubt profited by the traditional arts of earlier civilizations 

ment of On the shores of the Mediterranean and in the far East : for nearly 
“ai'ta^pon all important knowledge has long deep roots stretching downwards 
to distant times; and so widely spread have been these roots, so 
upon ready to send up shoots of vigorous life, that there is perhaps no 
character, World in which there might not long ago have flourished 

many beautiful and highly skilled industries, if their growth hud 
been favoured by the character of the people, and by their social 
and political institutions. This accident or that may have deter- 
mined whether any particular industry flourished in any one town ; 
the industrial character of a whole country even may have been 
largely influenced by the richness of her soil and her minc.s, and her 
facilities for commerce. Such natural advantages may themselves 
have stimulated free industry and enterprise : but it is the cxi.stence 
of these last, by whatever means they may have been promoted, 
which has been the supreme condition for the growth of noble forin.s 
of the arts of life. In sketching the history of free industry and 
enterprise we have already incidentally traced the outline of the 
causes which have localized the industrial leadership of the world 
now in this country and now in that. AVe have seen how physical 
nature acts on man’s energies, how he is stimulated by an invigorat- 
ing climate, and how he is encouraged to bold ventures by the 

^ Fuller says that FlcmingB Btartod manufactures of cloths and fustians in XorA\i(‘h, 
of baizes in Sudbury, of eorges in Colchester and Tauntoni of cloths in Ivont, Oloucoster* 
shire, Worcesterahire, Westmorland, Yorkshire, Hants, Jicrks, niu.1 Sussex, of kersoys 
in Devonsliire, and of Levant cottons in Lancashire. Snulcs’ Ihujuetiota in JsJnyfand and 
Ireland, p. 109, See also Lccky's History oj England in the eighteenth century, cli. ii. 
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opening out of rich fields for his work : but we have also seen how iv, x, 3. 
the use he makes of these advantages depends on his ideals of life, 
and how inextricably therefore the religious, political and economic 
threads of the world’s history are interwoven ; while together they 
have been bent this way or that by great political events and the 
influence of the strong personalities of individuals. 

The causes which determine the economic progress of nations 
belong to the study of international trade and therefore lie outside of 
our present view. But for the present we must turn aside from these 
broader movements of the localization of industry, and follow the 
fortunes of groups of skilled workers who are gathered within the 
narrow boundaries of a manufacturing town or a thickly peopled 
industrial district. 

§ 3. AVhen an industry has thus chosen a locality for itself, it is xiio 
likely to stay there long : so great arc the advantages which people 
following the same skilled trade get from near neighbourhood to one localized 
another. Tlic mysteries of the trade become no mysteries ; but are Hereditary’ 
as it were in the air, and children leam many of them unconsciously, 

Good work is rightly appreciated, inventions and improvements in 
machinery, in processes and the general organization of the business 
have their merits promptly discussed : if one man starts a new idea, 
it is taken up by others and combined with suggestions of their 
own ; and thus it becomes the source of further new ideas. And the 
presently subsidiary trades grow up in the neighbourhood, supplying Kldlary 
it with implements and materials, organizing its traffic, and in many trades; 
ways conducing to the economy of its material. 

Again, the economic use of expensive machinery can sometimes the use 
be attained in a very high degree in a district in which there is a large Hpedaiized 
aggregate production of the same kind, even though no individual maohin- 
capital employed in the trade be very large. For subsidiary indus- 
tries devoting themselves each to one small branch of the process of 
production, and working it for a great many of their neighbours, are 
able to keep in constant use machinery of the most highly specialized 
character, and to make it pay its e.xpenses, though its original cost 
may have been high, and its rate of depreciation very rapid. 

Again, in all but the earliest stages of economic development a a local 
localized industry gains a great advantage from the fact that it^oa^ 
offers a constant market for skill. Employers are apt to resort to 
any place where they are likely to find a good choice of workers 
with the special skill which they require ; while men seeking employ- 
ment naturally go to places where there are many employers who 
need such skill as theirs and where therefore it is likely to find a good 
I 
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IV, X, 3. market. The owner of an isolated factory, even if he has access to 
a plentiful supply of general labour, is often put to great shifts for 
want of some special skilled labour ; and a skilled workman, when 
thrown out of employment in it, has no easy refuge. Social forces 
here co-operate with economic : there are often strong friendships 
between employers and employed : but neither side likes to feel 
that in case of any disagreeable incident happening between them, 
they must go on rubbing against one another : both sides like to be 
able easily to break off old associations should they become irksome. 
These difficulties are still a great obstacle to the success of any 
business in which special skill is needed, but which is not in the neigh- 
bourhood of others like it ; they are however being diminished by 
the railway, the printing-press and the telegraph. 

Somothn™ On the other hand a localized industry has some disadvantages 
locaUzod * as a market for labour if the w'ork done in it is chiefly of one kinil, 
instance as can be done only by strong men. In those iron 
extensive districts in which there are no textile or other factories to give eiu- 
foToiie^* ployment to women and children, wages are high and the co.st of 
kind of labour dear to the employer, while the average money earnings of 

“ each family are low. But the remedy for this evil is obvious, and is 

found in the growth in the same neighbourhood of industrie.s of a 
supplementary character. Thus textile industries are constantly 
found congregated in the neighbourhood of mining and engineering 
industries, in some cases having been attracted by almost ini[)er- 
ceptible steps; in others, as for instance at Barrow, having been 
started deliberately on a large scale in order to give variety of em- 
ployment in a place where previously there had been but little 
demand for the work of women and children. 

The advantages of variety of employment are combined with 
those of localized industries in some of our manufacturing town.s, 
and this is a chief cause of their continued growth. But on the othe r 
hand the value which the central sites of a largo town have for trad- 
ing purposes, enables them to command much higher ground-rents 
than the situations are worth for factories, even when account i.s 
taken of this combination of advantages : and there is a similar 
competition for dwelling space between the employees of the trading 
houses and the factory workers. The result is that factories now 
congregate in the outskirts of large towns and in manufacturing dis- 
tricts in their neighbourhood rather in the towns themselves.’- 

^ The movement has been specially conspicuous in the case of the texiilo inanii- 
locturers. Manchester, Leeds and Lyons are still chief centres of tlic trade in cotton, 
woollen and silk stuffs, but they do not now themselves 2 )rodiicc any great part of thu 
goods to which they owe their chief fame. On the other liand London and Paris 
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A district which is dependent chiefly on one industry is liable to iv, x, 4. 
extreme depression, in case of a falling-off in the demand for its pro- 
duce, or of a failure in the supply of the raw material which it uses. 

This evil again is in a great measure avoided by those large towns same 
or large iiKlustrial districts in which several distinct industries are 
strongly developed. If one of them fails for a time, the others are 
likely to support it indirectly; and they enable local shopkeepers pressions. 
to continue their assistance to workpeople in it. 

So far we have di.scussed localization from the point of view of Locaiiza- 
the economy of production. But there is also the convenience of 
the customer to be considered. lie wdll go to the nearest shop for a 
trifling purchase ; but for an important purchase he will take the 
trouble of visiting any part of the town where he knows that there 
are specially good shops for his purpose. Comscqucntly shops which 
deal in expensive and choice objects tend to congregate together; 
and those which supply ordinary domestic needs do not.* 

§4. Every cheapening of the means of communication, every The in- 

now facility for the free interchange of ideas between distant places improved 

alters the action of the forces which tend to localize industries. 

. -communi- 

Speaking generally we must say that a lowering of tariiis, or ot cntion on 
freights for the transport of goods, tends to make each locality 
buy more largely from a distance what it requires; and thus tends 
to concentrate particular industries in special loculitics : but on the industries, 
other hand everything that increases people’s readiness to migrate 
from one place to another tends to bring skilled arti.sans to ply 
their crafts near to the consumers who will purchase their W'ares. 

These two opposing tendencies arc well illustrated by the recent 
history of the English people. 

On the one hand the steady cheapening of freights, the opening iiiustra- 
of railways from the agricultural districts of America and India to the 
the sea-board, and the adoption by England of a free-trade policy, 
have led to a great increase in her importation of raw produce. England. 
But on the other hand the growing cheapness, rapidity and comfort 
of foreign travel, are inducing her trained business men and her 
skilled artisans to pioneer the way for new industries in other lands, 
and to help them to manufacture for themselves goods which they 
have been wont to buy from England. English mechanics have 
taught people in almost every part of the world how to use English 

retain their positions as tlio two larjjcat nuinufacturinu towns of tlu’ world, Phila- 
delphia cominp; third. The mutual inAuences of iho loculi/atioii of industry, tho 

g rowth of towns and Imbits of town Ufo, and tho Uovolopmoiit of inacUiuery aro woll 
isciissed in Hobson’s Evolution of Capitaliam, 

^ Comp. Hobson, 1. c. p. 114. 
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IV, X, 4. machinery, and even how to make similar machinery ; and English 
miners have opened out mines of ore which have diminished the 
foreign demand for many of England’s products. 

One of the most striking movements towards the specialization 
of a country’s industries, ivhich history records, is the rapid increase 
of the non-agricultural population of England in recent times. 
The exact nature of tius change is however liable to be misunder- 
stood; and its interest is so great, both for its own sake, and on 
account of the illustrations it affords of the general principles 
which we have been discussing in the preceding chapter and 
in this, that we may with advantage pause here to consider it 
a little. 

The In the first place, the real diminution of England's agricultural 

of™erag?i" industries is not so great as at first sight appears. It is true that in 
«“nurai_o^ the Middle Ages three-fourths of the people were reckoned as agricul- 
la leas tul'ists ; that only one in nine was returned to the last census as 
SsrstR^it engaged in agriculture, and that perhaps not more than one in 
appears, twelve will be so returned at the next census. But it must be 
remembered that the so-called agricultural population of the Middle 
Ages were not exclusively occupied with agriculture ; they did for 
themselves a great part of the work that is now done by brewers 
and bakers, by spinners and weavers, by bricklayers and carpenters, 
by dressmakers and tailors and by many other trades. These self- 
sufficing habits died slowly ; but most of them had nearly disappeared 
by the beginning of the last century; and it is probable that the 
labour spent on the land at this time was not a much less part of the 
whole industry of the country than in the Middle Ages : for, in spite 
of her ceasing to export wool and wheat, there was so great an increase 
in the produce forced from her soil, that the rapid improvement in the 
arts of her agriculturists scarcely availed to hold in check the action 
of the law of diminishing return. But gradually a great deal of 
labour has been diverted from the fields to making expensive 
machinery for agricultural purposes. This change did not exert its 
full influence upon the numbers of those who were reckoned as 
agriculturists so long as the machinery was drawn by horses : for 
the w'ork of tending them and supplying them with food was re- 
garded as agricultural. But in recent years a rapid grow'th of the 
use of steam power in the fields has coincided with the increased 
importation of farm produce. The coal-miners who supply these 
steam-engines with fuel, and the mechanics who make them and 
manage them in the fields are not reckoned as occupied on the land, 
though the ultimate aim of their labour is to promote its cultivation. 
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The real diminution then of England’s agriculture is not so great as iv, x, 4 . 
at first sight appears ; but there has been a change in its distribution. 

Many tasks which used once to be performed by agricultural 
labourers are now done by specialized workers who are classed as in 
the building, or road-making industries, as carriers and so on. 

And, partly for this reason the number of people who reside in purely 
agricultural districts has seldom diminished fast; and has often 
increased, even though the number of those engaged in agriculture 
has been diminishing rapidly. 

Attention has already been called to the influence which the changes in 
importation of agricultural produce exerts in altering the relative bution*5 
values of different soils : those falling most in value which depended 
chiefly on their wheat crops, and which were not naturally fertile, population 
though they were capable of Ijeing made to yield fairly good crops 
by exiiensive methods of cultivation. Districts in which such soils 
predominate, have contributed more than their share to the crowds 
of agricultural labourers who have migrated to the large towns; and 
thus the geographical distribution of industries within the country 
has been still further altered. A striking instance of the influence 
of the new moans of transport is seen in those pastoral districts in 
the remoter parts of the United Kindom, which send dairy products 
by special express trains to London and other large towns, mean- 
while drawing their own supplies of wheat from the further shores of 
the Atlantic or even tho Pacific Ocean. 

But next, tho changes of recent years have not, as would at first lUososet 
sight appear probalile, increased the proportion of the English people 
who are occupied in manufactures. The output of England’s imvo gone 
manufactures is certainly many times as great now as it Avas at manu- 
the middle of the last century ; but those occupied in manufacture factures 
of every kind were as large a percentage of the population in 1851 
as in 1901 ; although those who make the machinery and implements 
which do a groat part of the work of English agriculture, swell the 
numbers of the manufacturers. 

The chief explanation of this result lies in the wonderful increase but cMeiiy 
in recent } ears of the power of machinery. This has enabled us to 
produce ever increasing supplies of manufactures of almost every kind which 
both for our own use and for exportation without requiring any con- bran no 
siderable increase in the number of people who tend the machines. 6''®”'* 

A incr6&s6 

And therefore we have been able to devote the labour set free from m the 
agriculture chiefly to supplying those wants in regard to which the 
improvements of machinery help us but little : the efficiency of 
machinery has prevented the industries localized in England from 
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IV. X, 4. becoming as exclusively mechanical as they otherwise would. 
Prominent among the occupations which have increased rapidly since 
1851 in England at the expense of agriculture are the scr\uce of 
Government, central and local; education of all grades; medical 
service; musical, theatrical and other entertainments, besides 
mining, building, dealing and transport by road and raihvay. In 
none of these is very much direct help got from new inventions : 
man’s labour is not much more efficient in them now than it was a 
century ago ; and therefore if the wants for which they make pro- 
vision increase in proportion to our general wealth, it is only to be 
expected that they should absorb a constantly growing proportion 
of the industrial population. Domestic servants increased rapidly 
for some years ; and the total amount of work which used to fall to 
them is now increasing faster than ever. But much of it is now 
done, often with the aid of machinery, by persons in the employment 
of clothiers of all kinds, of hotel proprietors, confectioners, and even 
by various messengers from grocers, fishmongers and others who 
call for orders, unless they are sent by telephone. These changes 
have tended to increase the specialization and the localization of 
industries. 

Transition Passing away from this illustration of the action of modern forces 
subject of geographical distribution of industries, we will resume our 

the next inquiry as to how far the full economies of division of labour can be 
c tap cr. concentration of large numbers of small businesses 

of a similar kind in the same locality; and how far they arc attain- 
able only by the aggregation of a large part of the business of the 
country into the hands of a comparatively small number of rich and 
powerful finns, or, as is commonly said, by production on a large 
scale ; or, in other words, how far the economies of production on 
a large scale must needs be wternal, and how far they can be 
external.^ 

^ Tlio jicrf’onlftco of the population or*-npjp<l in llin textile incliiRirirs in the 
United Kincclom fell from 3’13 in 18SI to 2‘43 in 1901; partly bet'ansc miuli of 
the work done by them has been rendered po simplo l^y acmi-nutomatir maehmery 
that it can ho iloup fairly well liy peoples tlmt arc in a relatively baekvi ard mdu*-! n.il 
condition; nn<l pnitly heenuBC the chief textile goods retain nearly the same Pimple 
character as they had thirty or even tliree tiiousanil years ago. On the other hand 
mnnulacturcs of iron and steel (including shipbuilding) have increased so greatly in 
complexity as well as in volume of output* that the percentage of the population 
oeenpied in them rose from 2-39 in 1881 to 3 01 in 1901; although much greater 
advance has been mcanwliilc made in the machinery and methods employed in llirm 
than in the textile group. Tho remaining manufacturing industries employed about 
the same percentage of the people in 1001 08 in 1881. In the same time tlie tonnage 
of Untish shipping cleared from British ports increased by one half; and tho numljor 
of dock labourers doubled, but that of seamen has slightly diminished. Those facts 
are to bo explained partly by vast improvements in tho construction of ships and nil 
appliances connected with them, and partly by the transference to dock labourers of 
nearly all tasks connected with handling tho cargo some of which wero even recently 



OLD INDUSTRIAL WORK IN NEW FORMS 231 

performed by tbe crow. Anotbor marked clmn^ is tbe increased a;;^rcp;ate occupa- IV, x, 4. 
tion of women in manufactures, though that of married women appears to have ■■ 
diminished, and ilmt of children has certainly diminished greatly. 

ThQ Summary Tables of the Census of 1911, published in 1013, show so many 
changes in clnssification since 11)01 that no general view of recent developments can 
be safely made. Dub 'J’uble G4 of Hint iinport and I’rof. D. Caradog J ones* paper read 
before tlio Royal Stalistii-al Soi'icby in Dceoml^cr 1914 show Hint the dcvelojuiients 
of 1001-101 1 diRer from their predecessors in detail mthcr than in general chaiacLar. 
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INDUSTRIAL ORGANIZATION, CONTINUED. PRODUCTION ON 
A LARGE SCALE 

§ 1. The advantages of production on a large scale are best 
shown in manufacture; under which head we may include all 
businesses engaged in working up material into forms in which it 
will be adapted for sale m distant markets. The characteristic of 
manufacturing industries which makes them offer generally the 
best illustrations of the advantages of production on a large scale, is 
their power of choosing freely the locality in which they will do their 
work. They are thus contrasted on the one hand with agriculture 
and other extractive industries (mining, quarrying, fishing, etc.), 
the geographical distribution of which is determined by nature; 
and on the other hand with industries that make or repair things 
to suit the special needs of individual consumers, from whom they 
cannot be far removed, at all events without great loss.^ 

The chief advantages of production on a large scale are economy 
of skill, economy of machinery and economy of materials : but the 
last of these is rapidly losing importance relatively to the other two. 
It is true that an isolated workman often throws away a number of 
small things which would have been collected and turned to good 
account in a factory but waste of this kind can scarcely occur in a 
localized manufacture even if it is in the hands of small men ; and 
there is not very much of it in any branch of industry in modern 
England, except agriculture and domestic cooking. No doubt 
many of the most important advances of recent years have been due 
to the utilizing of what had been a waste product ; but this has been 
generally due to a distinct mvention, either chemical or mechanical, 
the use of which has been indeed promoted by minute subdivision of 
labour, but has not been directly dependent on it.® 

' “ Manufacture " is a term which has long lost any connection with its original use ; 
and is now applied to those hranches of production whore macliine and not hand work is 
most prominent. Roscher mado the attempt to bring it back nearer to its old use by 
applying it to domestic as opposed to factory industries : but it is too late to do this now. 

* Seo Rabbagc’e instance of the manufacture of horn. Economy oj ilanufacturca, 
eh. XXII. 

’ Instances are the utilization of tho waste from cotton, wool, silk and other textile 
materials; and of the by-products in tho metallurgical industries, in the manufacture 
of soda and gas, and in tho American mineral oil and meat packing industries. 
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Again, it is true that when a hundred sets of furniture, or of iv, », 2 
clothing, have to be cut out on exactly the same pattern, it is worth 
while to spend great care on so planning the cutting out of the boards 
or the cloth, that only a few small pieces are wasted. But this is 
properly an economy of skill; one planning is made to suffice for 
many tasks and therefore can be done well and carefully. We may 
pass then to the economy of machinery. 

§ 2. In spite of the aid which subsidiary industries can give to Tiw 
small manufacturers, where many in the same branch of trade are “f 
collected in one neighbourhood, ^ they are still placed under a great 
disadvantage by the growing variety and expensiveness of machin- the use ot 
ery. For in a large establishment there are often many expensive X'dUnor^. 
machines each made specially for one small use. Each of them 
requires space in a good light, and thus stands for something con- 
siderable in the rent and general expenses of the factory ; and inde- 
pendently of interest and the expense of keeping it in repair, a heavy 
allowance must be made for depreciation in consequence of its being 
probably improved upon before long.® A small manufacturer 
must therefore have many things done by hand or by imperfect 
machinery, though he knows how to have them done better and 
cheaper liy special machinery, if only he could find constant em- 
ployment for it. 

But next, a small manufacturer may not always be acquainted Ad%-an. 
with the Iie.st machinery for his purpose. It is true that if the 
industry in which he is engaged has been long e.stablished on a large tiioinvon- 
scale, his machinery will be well up to the mark, provided he can imiirovod 
afford to buy the best in the market. In agi-iculture and the cotton “"“'‘’“ory. 
industries, for instance, improvements in machinery are devised 
almost exclusively by machine makers; and they are accessible to 
all, at any rate on the payment of a royalty for patent right. But 
this is not the case in industries that arc as yet in an early stage of 
development or are rapidly changing their form ; such as the chemical 
industries, the watchmaking industry and some branches of the jute 
and silk manufactures ; and in a host of trade.s that are constantly 
springing up to supply some new want or to work up some new 
material. 

^ See tlic preceding chapter, § 3. 

* Tlio average time whicli a machine will last beforo bcins Bupersedod is in many 
trades not more than fifteen years, ^ hilo in some it is ten years or even less. There is 
often a loss on the ueo of a mticliinc unless it cams eveiy twenty per cent, on its 
cost ; and when tlic operation performed by sucli a inael)ino costing £500 adds only a 
hundredth part to the value of the matorwd tiint passes through it^ — and this is not an 
extreme case — there will bo a loss on its use unless it can be applied in producing at 
least £10,000 worth of goods annually. 
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IV, XT, 2. In all such trades new machinery and new processes are for the 
greater part devised by manufacturers for their own use. Each 
manufac- ncw departure is an experiment which may fail ; those which succeed 
iannot Kiust pay for tlicmsclves and for the foilurc of others ; and though a 
afforf to manufacturer may think he secs his way to an improvement, he 

experi- must reckou on having to work it out tentatively, at consideralde 
risk and expense and with much interruption to his other work : 
and even if he should be able to perfect it, he is not likely to be a))lc 
to make the most of it. For instance, he may have devised a new 
speciality, which would get a large sale if it could be brought under 
general notice : but to do this would perhaps cost many thousand 
pounds ; and, if so, he will probably have to turn his back on it. 
For it is almost impossible for him to discharge, what Eoschcr calls 
a characteristic task of the modern manufacturer, that of creating 
new wants by showing people something which they had never 
thought of having before ; but which they want to have as soon as 
the notion is suggested to them : in the pottery trade for example 
the small manufacturer cannot afford even to make experiment.s 
with new patterns and designs except in a very tentative way. 
His chance is better with regard to an improvement in making tilings 
for which there is already a good market. But even here he cannot 
get the full benefit of his invention unless he patents it; ami sells 
the right to use it ; or borrows some capital and extends his business ; 
or lastly changes the character of his business and devotes his caiiital 
to that particular stage of the manufacture to which his improve- 
ment applies. But after all such cases are exceptional : the growth 
of machinery in variety and cx{)cnsivene.ss presses hard on the small 
manufacturer everywhere. It has already driveii him comjTletcly 
out of some trades and is fa.st driving him out of others.^ 

There arc however some trades in which the advantages which a 


* In many businesses only a small percentojio of improvementB oio pntcntril. 
They of many tmall steps, which Jt noulrl not br woitJi nlnlr lo j)aU*nl one 

at n lime. Or tlieir chief point lies in noticing llint a ocrlnin Ihiiip ouglit lo be done; 
and to ji.itcnt onu ^^ny of doinj: it. is only to set other people lo work to find oni 
other ways of doini: u n^fainst nhioli tlio patent cannot jziiazcl. If one patent is talkOii 
out, it 18 often noce&saiy to *’ block ” it, by pnli ntinji oilier methode of niiivina u( the 
same result ; the patentee does not expect to use them himself, but he wnnlslopieMnt 
others from using tliczn. All this involves worry and loss of time sncl money ; and 
tho lappo manufaetiirer prefers to keep liis imjirovcmcnt to himself and pet ^^hat 
benefit he can by usinii it. While if the small manufacturer takes out a patent, he is 
likely to be harassed by infringements: and even thougli he may win “ with co.^ts '* 
tho actions in which he tries to defend himself, ho is sure to bo ruined by them if they 
are niimoroua. It is pcnrrally in the public interest that an improcment should 1 )C 
pnbhslicd, even tlioupli it is at tho some time patented. But if it is patented in 
Kngland and not in other countries, as is often the case, English manufacturers may 
nob use it, even tliouph they were just on the point of finding it out for tiicnibclvca 
before it was patented ; while foreign manufacturers learn all about it ond can use it 
freely. 
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large factory derives from the economy of machinery almost vanish iv, xi, 2. 
as soon as a moderate size has been reached. For instance in cotton EutaT 
spinning, and calico -weaving, a comparatively small factory will hold soma 
its own and give constant employment to the best knoivn machines jucto^^oE 
for every process : so that a large factory is only several parallel ™o<irratB 

1/ i. ^ o 4/ j 1^ gi2e can 

smaller factories under one roof ; and indeed some cotton-spinners, have the 
when enlarging their -svorks, think it best to add a -weaving depart- machineiy. 
ment. In such cases the large business gains little or no economy in 
machinery ; and even then it generally saves something in building, 
particularly as regards chimneys, and in the economy of steam 
power, and in the management and repairs of engines and machinery. 

Large soft-goods factories have carpenters’ and mechanics’ shops, 
which diminish the cost of repairs, and prevent delays from accidents 
to the plant.-^ 

Akin to these last, there are a great many advantages which a Advnn- 
largc factory, or indeed a large business of almost any kind, nearly 
always has over a small one. A large business buys in great quan- 
tities and therefore cheaply ; it pays low freights and saves on car- associated 
riage in many ways, particularly if it has a railway siding. It often 
sells in large quantities, and thus saves itself trouble; and yet at m buying' 
the same time it gets a good price, because it offers conveniences to selling, 
the customer by having a large stock from which he can select and 
at once fill up a varied order ; while its reputation gives him con- 
fidence. It can spend large sums on advertising by commercial 
travellers and in other ways ; its agents give it trustworthy informa- 
tion on trade and personal matters in distant places, and its own 
goods advertise one another. 

The economies of highly organized liuying and selling are among 
the chief causes of the present tendency towards the fusion of many 
businesses in the same industry or trade into single huge aggregates ; 
and also of trading federations of various kinds, including German 
cartels and centralized co-operative a-ssociatinns. They have also 
always promoted the concentration of business risks in the hands 


^ It is ft rcmarlcftblr fact tlmt cotton nn*! some otiicr ti’Xlilr furtoricB form ftn 
exception to the gcucrdl riilo that l)ie capital requited per bond of the workers is 
generally grotiter in ft largo factory tlinn in ci small one. 'J’he reason is thnt in most 
other businesses tho largo fnclory has many things done by e-xju’iisive maebines 
wMch are done by hand in n small factory; so tlmt ^\hile the uogrs bill is less in 
proportion to the o'ul])ul inalargcfactory tbanin a sraallonc,thovaliie of the machinery 
and tho factory space ocrupiod liy the iimchimry is much grcnlcr. Bill in the simjilcr 
branches of the textile Iraclcs, sinnll uorks ho^o tho wine niacliincry as largo works 
have; and since small stcftm-ciigines, etc. arc propoiiionately more expensive than 
largo ones, they require a greater lixed cajiital in proportion to tlicir output than larger 
factories ilo; and tlicy aro likely to require a floatii^ capital also rather greater in 
proportion. 
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of large capitalists who put out the work to be done by smaller 
men.^ 

§ 3. Next, with regard to the economy of skill. Everything 
that has been said with regard to the advantages which a large 
establishment has in being able to afford highly specialized machinery 
applies equally with regard to highly specialized skill. It can con- 
trive to keep each of its employees constantly engaged in the most 
difficult work of which he is capable, and yet so to narrow the range 
of his work that he can attain that facility and excellence which 
come from long-continued practice. But enough has already been 
said on the advantage of division of labour ; and we may pass to an 
important though indirect advantage which a manufacturer derives 
from having a great many men in his employment. 

The large manufacturer has a much better chance than a small 
one has, of getting hold of men with e.xceptional natural abilities, 
to do the most difficidt part of his Avork — that on Avbich the reputa- 
tion of his establishment chiefly depends. This is occasionally 
important as regards mere handiwork in trades which require much 
taste and originality, as for instance that of a house decorator, and 
in those which require exceptionally fine workmanship, as for 
instance that of a manufacturer of delicate mechanism.- But in 
most businesses its chief importance lies in the facilities which it 
gives to the employer for the selection of able and tried men, men 
whom he trusts and who tnist him, to bo bis foremen and heads of 
departments. We arc thus brought to the central problem of the 
modern organization of industry, viz. that which relates to the 
adA’antages and disadA-antages of the subdiAusion of the Avork of 
business management. 

§ 4, The head of a large bu.sine.ss can rescrA^e all his strength for 
the broadest and most fundamental problems of bis trade : be must 
jpidecd assure himself that his managers, clerks and foremen are the 
right men for their Avork, and arc doing their AVork aa’cU ; but beyond 
this he need not trouble himself much about details. He can keep 
his mind fresh and clear for thinking out the most difficult and vital 
problems of his business ; for studying the broader movements of 

^ See below IV. xii. 3. 

® Tima Boulton writing in 1770 when he had 700 or 800 persons cmploj'od as 
mclollic artists and workers in tortoiseshell, stones, glass, and enamel, says : — “ I 
have trained up many, and am training up more, plain country lads into good work- 
men; and wh(*rc\er I find indications of skill and ability, I encourage them, I 
have likewise established corrcspondciu e u ith nimo&t every mercantile town in Europe, 
and urn thus regularly supplied with orders for the grosser articles in common demand, 
by whieh 1 am enabled to employ such a number of hands as to provide mo with an 
ample flioico of artists for the finer branches of work ; and I am thus encouraged to 
erect and employ a more extensive apparatus than it would be prudent to employ for 
tlio production of the finer articles omy.” Smiles* Life of BouUont p. 128. 
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Ihe markets, the yet undeveloped results of current events at home iv, xi, 4. 
and abroad ; and for contriving how to improve the organization of 
the internal and external relations of his business. 

For much of this work the small employer has not the time if he 
has the ability ; he cannot take so broad a survey of his trade, or 
look so far ahead ; he must often be content to follow the lead of 
others. And he must spend much of his time on work that is below 
him ; for if he is to succeed at all, his mind must be in some respects 
of a high quality, and must have a good deal of originating and 
organizing force ; and yet he must do much routine work. 

On the other hand the small employer has advantages of his own. those of 
The master’s eye is everywhere; there is no shirking by his foremen 
or workmen, no divided responsibility, no sending half-understood facturer. 
messages backwards and forwards from one department to another. 

He saves much of the book-keeping, and nearly all of the cumbrous 
system of checks that are necessary in the business of a large 
firm; and the gain from this source is of very great importance 
in trades which use the more valiuiblc metals and other expensive 
materials, 

And though ho must always remain at a great disadvantage in 
getting information and in making experiments, yet in this matter 
the general course of progress is on his side. For External econo- 
mies are constantly growing in importance relatively to Internal in 
all matters of Trade-knowledge : newspapers, and trade and technical 
publications of all kinds are ])erpetually .scouting for him and 
bringing him much of the knowledge he wants — knowledge which a 
little while ago would have been beyond the reach of anyone who 
could not afford to have well-paid agents in many distant places. 

Again, it is to his interest also that the secrecy of business is on the 
whole diminishing, and that the most important improvements in 
method seldom remain secret for long after they have passed from 
the experimental stage. It is to his advantage that changes in 
manufacture depend less on mere rules of thumb and more on 
broad developments of scientific principle : and that many of these 
are made by students in the pursuit of knowledge for its own sake, 
and are promptly published in the general interest. Although 
therefore the small manufacturer can seldom be in the front of the 
race of progress, he need not be far from it, if he has the time and 
the ability for availing himself of the modern facilities for obtaining 
knowledge. But it is true that he must be exceptionally strong if 
he can do this without neglecting the minor but necessary details of 
the business. 
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IV, XI, 6. § 5. In agriculture and other trades in which a man gains no 

Raj^ great new economics by increasing the scale of his production, 
S°firma happens that a business remains of about the same size for 

in some many years, if not for many generations. But it is otlierwise in 
whidfonor which a large business can command very important 

great advantages, which are beyond the reach of a small business. A new 
to p^roXc- man, working his way up in such a trade, has to set his energy and 
iarge™aio 1^’® industry and care for small details, against the broader 

economies of his rivals with their larger capital, their higher speciali- 
zation of machinery and labour, and their larger trade connection. 
If then he can double his production, and sell .at anything like his old 
rate, he will have more than doubled his profits. This will raise his 
credit with bankers and other shrewd lenders ; and wiU enable him 
to increase his business further, and to attain yet further economies, 
and yet higher profits : and this again will increase his business and 
so on. It seems at first that no point is marked out at which he 
need stop. And it is true that, if, as his business increased, ]us 
faculties adapted themselves to his larger sphere, as they had done 
to his smaller; if he retained his originality, and versatility and 
power of initiation, his perseverance, liis tact and his good luck for 
very many years together ; ho might then gather into his hands the 
whole volume of production in his branch of trade for his district. 
And if his goods were not very difficult of transport, nor of marketing, 
he might extend this district very wide, and attain something like a 
limited monopoly ; that is, of a monopoly limited by the considera- 
tion that a very high price would bring rival producers into the 
field. 

But long before this end is reached, his progress is likely to be 
arrested by the decay, if not of his faculties, yet of his liking for 
energetic work. Tlie rise of his firm may l)c prolonged if he can 
hand down his busine.ss to a successor almost as energetic as him- 
self.^ But the continued very rapid growth of his firm require.s 
the presence of two conditions which are seldom combined in the 
same industry. There arc many trades in which an individual 
producer could secure much increased “ internal ” economies by 
a great increa.se of his output ; and there are many in which he could 
market that output easily; yet there are few in which he could do 
both. And this is not an accidental, but almost a necessary re.sult. 
Where For in most of those trades in which the economies of production 
i8 0 My!‘S?e ^ s^ale are of first-rate importance, marketing is diffi cult, 

r .! 1° ‘■’“'s their practical limitationa are discussed in the latter half 

Of tlic lolloping chapter. 
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There are, no doubt, important exceptions. A producer may, for iv, xi, 6. 
instance, obtain access to the whole of a large market in the case of 
goods whieh are so simple and uniform that they can l)e sold whole- I'loJuc- 
sale in vast quantities. But, most goods of this kind are raw pro- i.uni' btaic 
duce ; and nearly all the rest are plain and common, such as steel 
rails or calico ; and their production can be reduced to routine, for ii™s of 
the very reason that they are plain and common. Therefore in the 
industries which produce them, no firm can hold its own at all 
unless equqjpcd with expensive appliances of nearly the latest 
type for its main work; while subordinate operations can be per- 
formed by subsidiary industries; and in .short there remains no very 
great difference between the economics available by a large and by 
a very large firm ; and the tendency of krge firms to drive out small 
ones has already gone so far as to exhaust most of the strength of 
those forces by which it was originally prnmoted. 

But many commodities with regard to which the tendency to But in 
increasing return acts strongly are, more or le.ss, s])ecialities ; some mSiin™ 
of them aim at creating a new want, or at meeting an old want in a iiiiiiBuit. 
new way. Some of them are ailaptcd to .special tastes, and can 
never have a very large market ; and some have merits that ar'o 
not easily tested, and must win their rvay to general favour slowly. 

In all such cases the sales of each business are limited, more or less 
according to circumstances, to the particular maiket which it has 
slowly and expensively acquired; and though the production itself 
might be economically increased A'cry fast, the sale could not. 

Lastly, the very conditions of an industry which enable a new Causes 
firm to attain quickly command over new economics of ])roduction, 
render that firm liable to be supplanted quickly by still younger fums 
firms with yet newer methods. Especially where the powerful quickly, 
economies of production on a large scale are associated with the use of 
new appliances and new methods, a firm which has lost the exeep- their full, 
tional energy which enabled it to rise, is likely ere long quickly to 
decay ; and the full life of a largo firm seldom lasts very long. 

§ 6. The advantages which a large business lias over a small one .tiU an- 
are conspicuous in manufacture, because, as we have noticed, it 
has special facilities for concentrating a great deal of work in a 
small area. But there is a strong tendency for large establishments kinds, 
to drive out small ones in many other industries. In particular the 
retail trade is being transformed, the small shopkeeper is losing 
ground daily. 

Let us look at the advantages which a large retail shop or store in retail 
has in competing with its smaller neighbours. To begin with, it 
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IV, XI, 6. can obviously buy on better terms, it can get its goods carried more 
ere'^iiB cheaply, and can offer a larger variety to meet the taste of customers. 
increnBo Next, it has a great economy of skill : the small shopkeeper, like the 
small manufacturer, must spend much of his time in routine work 
that requires no judgment ; whereas the head of a large establish- 
ment, and even in some eases his chief assistants, spend their whole 
time in using their judgment. Until lately those advantages have 
been generally outweighed by the greater facilities which the small 
shopkeeper has for bringing his goods to the door of his customers ; 
for humouring their several tastes ; and for knowing enough of them 
individually to be able safely to lend them capital, in the form of 
selling them goods on eredit. 

owing to But within recent years there have been many changes all telling 
of cMh**^*' 01 the side of large establishments. The habit of buying on credit 
payments jg passing away; and the personal relations between shopkeeper 
and customer are becoming more distant. The first change is a 
great step forwards : the second is on some accounts to be regretted, 
but not on all ; for it is partly due to the fact that the increase of 
true self-respect among the wealthier classes is making them no 
longer care for the subservient personal attentions they used to 
require. Again, the growing value of time makes people less willing 
than they were to spend several hours in shopping ; they now often 
prefer to spend a few minutes in writing out a long list of orders from 
a varied and detailed price-list; and this they are enabled to do 
easily by the growing facilities for ordering and receiving parcels by 
post and in other ways. And when they do go shopping, tramcars 
and local trains are often at hand to take them easily and cheaply to 
the large central shops of a neighbouring town. All these changes 
render it more difficult than it was for the small shopkeeper to hold 
his own even in the provision trade, and others in which no great 
variety of stock is required. 

and the But in many trades the ever-grotving variety of commodities, 
variety of those rapid changes of fashion which now extend their baneful 
the goods influence through almost every rank of society, weight the balance 
demand, even more heavily against the small dealer, for he cannot keep a 
sufficient stock to offer much variety of choice, and if he tries to follow 
any movement of fashion closely, a larger proportion of his stock will 
be left stranded by the receding tide than in the case of a large 
shopkeeper. Again, in some branches of the clothing and furniture 
and other trades the increasing cheapness of machine-made goods is 
leading people to buy ready-made things from a large store instead 
of having them made to order by some small maker and dealer in 
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their neighbourhood. Again, the large shoiikeeper, not content iv, xr, 7. 
with receiving travellers from the manufacturers, makes tours either 
himself or by his agent in the most important manufacturing dis- 
tricts at home and abroad ; and he thus often di.spenses with middle- 
men between him and the manufacturer. A tailor with moderate 
capital shows his customers specimens of many hundreds of the 
newest cloths, and perhaps orders by telegraph the selected cloth to 
be sent by parcels’ post. Again, ladies often buy their materials 
direct from the manufacturer, and get them made up by dress- 
makers who have scarcely any capital. Small shopkeepers seem 
likely always to retain some hold of the minor repairing trades : 
and they keep their own fairly well in the sale of perishable food, 
especially to the working classes, partly in consequence of their being 
able to sell goods on credit and to collect small debts. In many 
trades however a firm with a large capital prefers having many small 
shops to one large one. Buying, and whatever production is desir- 
able, is concentrated under a central management ; and exceptional 
demands are met from a central reserve, so that each branch has 
large resources, without the expense of keeping a large stock. The 
branch manager has nothing to divert his attention from his cus- 
tomers ; and, if an active man, with direct interest in the success of 
his branch, may prove himself a formidable rival to the small shop- 
keeper ; as has been sboivn in many trades connected with clotliing 
and food. 

§ 7. M'c may next consider those industries whose geographical Tiie 
position is determined by the nature of their work. trades”® 

Country carriers and a few cabmen are almost the only survivals 
of small industry in the carrying trade. Eailways and tramways are 
constantly increasing in size, and the capital required to work them 
is increasing at an even greater rate. The growing intricacy and 
variety of commerce is adding to the advantages which a large fleet 
of ships under one management derives from its power of delivering 
goods promptly, and without breach of responsibility, in many 
different ports ; and as regards the vessels themselves time is on the 
side of large ships, especially in the passenger trade. ^ As a con- 
sequence the arguments in favour of the State’s undertaking 

‘ A ship’s cai'ryini:; powor varios as tho cube of hor dimonsions, whilo tho resistance 
ofioTod by tlio water increases only a littlo faster than tho square of hor dimensions; 

BO that a largo sliip requires loss coal in proportion to its tonnage than a small one. 

It also roquires less labour, especially that of navigation : while to paseei^ers it offers 
greater safety and comfort, moro choice of company and bettor professional attend- 
ance. In short, tho small sliip has no chance of competing witli tho largo ship between 
ports which largo ships can easily enter, and between which the trailic is sufiicient to 
enable them to fill up quickly. 
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business are stronger in some branches of the carrying trade than in 
any other, except the allied undertakings of carrying away refuse, 
and bringing in water, gas, etc.^ 

The Contest between large and small mines and quarries has not 
so clearly marked a tendency. The history of the State manage- 
ment of mines is full of very dark shadows; for the business of 
mining depends too much on the probity of its managers and their 
energy and judgment in matters of detail as well as of general 
principle, to be well managed by State officials : and for the same 
reason the small mine or quarry may fairly be expected, other things 
being equal, to hold its own against the large one. But in some cases 
the cost of deep shafts, of machinery and of establishing means of 
communication, are too great to be borne by any but a very large 
business. 

In agriculture there is not much division of labour, and there is no 
production on a very large scale ; for a so-called “ large farm ” 
does not employ a tenth part of the labour which is collected in a 
factory of moderate dimensions. This is partly due to natural 
causes, to the changes of the seasons and to the difficulty of con- 
centrating a great deal of labour in any one place ; but it is partly 
also due to causes connected with varieties of land tenure. And it 
will be best to postpone discussion of all of them till we come to 
study demand and supply in relation to land in the sixth Book. 

^ Jt is characteristic of tho psreat oconomic cliango of Iho last hundred years Ihnt 
when iho first railway bills wero passed, provision was made for allowinjr privuto 
individuals to run their own conveyances on them just as tlicy do on a hi^zhvvay 
or a caruil ; and now wo find it diiKcult to inuiginc how people could have expected, as 
they certainly did, that this plan would prove a practicable one. 
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INDUSTRIAL ORGANIZATION, CONTINUED. BUSINESS 
MANAGEMENT 

§ 1. Hitherto we lave been considering tie work of manage- iv.xn, i. 
ment cliefly in regard to tie operations of a manufacturing or otler 
business employing a good deal of manual labour. But we now to bo 
lave to consider more carefully tie variety of tie functions wlicl 
business men discharge : tic manner in wlicl they are distributed 
among the leads of a large business, and again between different 
classes of business wlicl co-operate in allied branclcs of production 
and marketing. And incidentally we lave to inquire low it occurs 
that, though in manufacturing at least nearly every individual 
business, so long as it is well managed, tends to become stronger the 
krger it has grown; and though priiud facie we might therefore 
expect to see large firms driving their smaller rivals completely 
out of many branches of industry, yet they do not in fact do so. 

“ BusiiK'ss ” is taken lore broadly to include all provision for the 
wants of others which is made in the exjiectation of payment direct 
or indirect from those who are to be benefited. It is thus con- 
trasted with the provision for his wants wlicl each one makes for 
himself, and with those kindly sendees wlicl are prompted by friend- 
ship and family affection. 

The primitive handicraftsman managed his whole business for The 
himself; but since his customers were with few exceptions his]™j/.‘''® 
immediate neighbours, since he required very little capital, since the imftsman 
plan of production was arranged for him by custom, and since he had lUratiy 
no labour to superintend outside of his own household, these tasks 
did not involve any very great mental strain. He was far from 
enjoying unbroken prosperity; war and scarcity were constantly 
pressing on him and liis neighbour's, hindering his work and stopping 
their demand for his wares. But he was inclined to take good and 
evil fortune, like sunshine and rain, as things beyond his control : 
his fingers worked on, but his brain was seldom weary. 

Even in modem England we find now and then a village artisan and so do 
who adheres to primitive methods, and makes things on his own fitoVa^ed 
account for sale to his neighbours; managing his own business and 
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IV, sn, 2. undertaking all its risks. But suck cases are rare : tlie most 
prof^oiiB striking instances of an adherence to old-fashioned methods of 
now. business are supplied by the learned professions ; for a physician or 
a solicitor manages as a rule his own business and does all its work. 
This plan is not without its disadvantages : much valuable activity 
is wasted or turned to but slight account by some professional men 
of first-rate ability, who have not the special aptitude required for 
obtaining a business connection; they would be better paid, would 
lead happier lives, and would do more good service for the world if 
their work could be arranged for them by some sort of a middleman. 
But yet on the whole things are probably best as they are : there are 
sound reasons behind the popular instinct which distrusts the in- 
trusion of the middleman in the supply of those services which require 
the highest and most delicate mental qualities, and which can have 
their full value only where there is complete personal confidence. 
But English solicitors however act, if not as employers or under- 

exception takers, yet as agents for hiring that branch of the legal profession 
even here, \ybich ranks highest, and whose work involves the hardest mental 
strain. Again, many of the best instructors of youth sell their 
services, not directly to the consumer, but to the governing body of a 
college or school, or to a head master, who arranges for their pur- 
chase : the employer supplies to the teacher a market for his labour ; 
and is suppo.sed to give to the purchaser, who may not be a good 
judge himself, some sort of guarantee as to the quality of the teach- 
ing supplied. 

Again, artists of every kind, however eminent, often find it to 
their advantage to employ someone else to arrange for them with 
customers; white those of leas established repute are sometimes 
dependent for their Uving on capitalized traders, who are not them- 
selves artists, but who understand how to sell artistic work to the 
best advantage. 


In most § 2. But in the greater part of the business of the modern world 
imsincsses directing production that a given effort may l)e most 

services of tffective in supplying human wants has to be broken up and given 
cins^T* into the hands of a specialized body of employers, or to use a more 
takem general term, of business men. They “ adventure ” or “ under- 
imovtoiiB. take” its risks; they bring together the capital and the labour 
rec|uired for the work ; they arrange or “ engineer ” its general 
plan, and superintend its minor details. Looking at business men 
from one point of view we may regard them as a highly skilled 
industrial grade, from another as middlemen intervening between 
the manual worker and the consumer. 
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There are some kinds of business men who undertake great risks, iv, xn, 3 . 
and exercise a large influence over the welfare both of the producers 
and of the consumers of the wares in which they deal, but who are 
not to any considerable extent direct employers of labour. The 
extreme type of these is the dealer on the stock exchange or the 
produce markets, whose daily purchases and sales are of vast 
dimensions, and who yet has neither factory nor warehouse, but at 
most an office with a few clerks in it. The good and the evil effects 
of the action of speculators such as these are however very complex ; 
and we may give our attention at present to those forms of business 
in which administration counts for most and the subtler forms of 
speculation for least. Let us then take some illustrations of the more 
common types of business, and watch the relations in which the 
undertaking of risks stands to the rest of the work of the business 
man. 

§ 3. The building trade will serve our purjiose well, partly because iiiustra- 
it adheres in some respects to primitive methods of business. Late iiougo™™ 
in the Middle Ages it was quite common for a private person to >>»iiding. 
build a house for himself without the aid of a master builder ; and 
the habit is not oven now altogether extinct. A person who under- 
takes his own building must hire separately all his workmen, he must 
watch them and chock their demands for payment; he must 
buy his materials from many quarters, and he must hire, or dis- 
pense with the use of, expensive machinery. He probably pays 
more than the current wages ; but here others gain what he loses. 

There is however great waste in the time he spends in bargaining 
with the men and testing and directing their work by his imperfect 
knowledge; and again in the time that he spends in finding out 
what kinds and quantities he wants of different materials, and where 
to get them best, and so on. This waste is avoided by that division 
of labour which assigns to the professional builder the task of 
superintending details, and to the professional architect the task of 
drawing plans. 

The division of labour is often carried still further when houses Tho chief 
are built not at the expense of those who are to live in them, but as 
a building speculation. When this is done on a largo scale, as for taking 
instance in opening out a new suburb, the stakes at issue arc so grpaintcd 
large as to offer an attractive field to powerful capitalists with a very j 
high order of general business ability, but perhaps with not much mnm go- 
technical knowledge of the building trade. They rely on their own 
judgment for the decision as to what arc likely to be the coming 
relations of demand and supply for different kinds of houses ; but 
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IV. xn. 4. they entrust to others the management of details. They employ 
aruhitecls and surveyors to make plans in accordance with their 
general directions ; and then enter into contracts with professional 
builders for carrying them out. But they themselves undertake 
the chief risks of the business, and control its general direction, 
in the § 4. It is Well known that this division of responsibility prevailed 
tradeej in the woollen trade just before the beginning of the era of large 
factories : the more speculative work and the broader risks of buy- 
ing and selling being taken over by the undertakers, who were not 
themselves employers of labour; while the detailed work of super- 
intendence and the narrower risks of carrying out definite contracts 
were handed over to small masters.^ This plan is still extensively 
followed in some branches of the textile trades, especially those in 
which the difilculty of forecasting the future is very great. Man- 
chester warehousemen give themselves to studying the movements 
of fashion, the markets for raw materials, the general state of trade, 
of the money market and of politics, and all other causes that arc 
likely to influence the prices of different kinds of goods during the 
coming season; and after employing, if necessary, skilled designers 
to carry out their ideas (just as the building speculator in the pre- 
vious case employed architects), they give out to manufacturers in 
different parts of the world contracts for making the goods on which 
they have determined to risk their capital, 
in house In the clothing trades especially we see a revival of what has 
industnoB) jjggjj ^hc house industry,” which prevailed long ago in the 
textile industries ; that is, the sy.stem in which large undertakers 
give out work to be done in cottages and very small workishops to 
persons who work alone or with the aid of some members of their 
family, or who perhaps employ two or throe hired assistants.^ 
In remote villages in almost every county of England agents of 
large undertakers come round to give out to the cottagers partially 
prepared materials for goods of all sorts, but especially clothes such 
as shirts and collars and gloves; and take back with them the 
finished good.s. It is however in the great capital cities of the world, 

^ Compnre Appendix A, 13. 

^ German economist? call this ** factory Uko*' (fabrikmaaaig) honso industry, 
as distinguished from tho “ national ” house industry, wbicli uses the intorvula 
of other work {especially tho winter interruptions of apriculturo) for subsidiary 
M ork in making textile and other goods. (Iiico Scheinberg on Ckwerbe in his IJandbuch.) 
iJomestic woikers of this last class were common all over h]uropc in the Middle Ages 
but are now becoming rare except in tho mountains and in oustern J5uro]io. They 
are not always well advised in their choice of work; and much of wlmt they make could 
be made better with far less labour in factories, so that it cannot bo sold profitably in 
tho open market : but for tho most part thoy make for their own or thoir neighbours' 
use, mill thus savo the profits of a series of middlemen. Compare Survival of dottwiic 
induUries by Conner in tho JSconomic Journal, Vol. ii. 
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and in other large towns, especially old towns, whore there is a great iv, xn, 4. 
deal of unskilled and unorganized labour, with a somewhat low 
physique and morale, that the system is most fully developed, 
espeoially in the clothing trades, which employ two hundred thous- 
and people in London alone, and in the cheap furniture trades. 

There is a continual contest between the factory and the domestic 
system, now one gaining ground and now the other : for instance 
just at present the growing use of sewing machines worked by steam 
power is strengthening the position of the factories in the boot trade ; 
while factories and workshops are getting an increased hold of the 
tailoring trade. On the other hand the hosiery trade is being 
tempted back to the dwelling-house by recent improvements in hand 
knitting machines ; and it is possible that new methods of distribut- 
ing power by gas and petroleum and electric engines may exercise a 
like influence on many other industries. 

Or there may be a movement towards intermediate plans, inSiipiRoid 
similar to those which are largely followed in the Sheffield trades. 

Many cutlery firms for instance put out grinding and other parts of 
their work, at piece-work prices, to working men who rent the steam 
power liich they require, either from the firm from whom they take 
their contract or from someone else: these workmen sometimes 
employing others to help them, sometimes working alone. 

Again, the foreign merchant very often has no ships of his own, in the 
but gives his mind to studying the course of trade, and undertakes 
himself its chief risks ; whde he gets his carrying done for him l)y 
men who require more administrative ability, but need not have the 
same power of forecasting the subtler movements of trade ; though it 
is true that as puchasers of ships they have great and difficult 
trade risks of their oto. Again, the broader risks of pul)li.shing a nnti in the 
book are borne by the publisher, perhaps in company with the author ; ^ 

while the printer is the employer of labour and supplies the expensive ew- 
types and machinery required for the business. And a somewh.it 
similar plan is adopted in many branches of the metal trailcs, and of 
those which supply furniture, clothing, etc. 

Thus there are many ways in which those v lio undertake Tiiii pinn 
the chief risks of buying and selling may avoid the trouble of housing valitngcs ; 
and superintending those who work for them. They all have their 
advantages; and when the workers arc men of strong character, as 
at Sheffield, the results are on the whole not unsatisfactory. But i,ut is 
unfortunately it is often the weakest class of workers, those with the 
least resource and the least self-control who drift into work of this 
kind. The elasticity of the system which recommends it to the 
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undertaker, is really tie means of enabling him to exercise, if he 
chooses, an undesirable pressure on those who do his work. 

For while the success of a factory depends in a great measure 
on its having a set of operatives who adhere steadily to it, the 
capitalist who gives out the work to he done at home has an interest 
in retaining a great many persons on his books; he is tempted to 
give each of them a little employment occasionally and play them 
off one against another ; and this he can easily do because they do 
not know one another, and cannot arrange concerted action. 

§ 5. When the profits of business are under discussion they are 
generally connected in people’s minds with the employer of labour : 
“ the employer ” is often taken as a term practically coextensive 
with the receiver of business profits. But the instances which we 
have just considered are sufficient to illustrate the truth that the 
superintendence of labour is but one side, and often not the mo.st 
important side of business work; and that the employer who under- 
takes the whole risks of his business really performs two entirely 
distinct services on behalf of the community, and requires a twofold 
ability. 

To return to a class of considerations already noticed (IV. xi. 4 
and 5), the manufacturer who makes goods not to meet special 
orders but for the general market, must, in his first role as mer- 
chant and organizer of production, have a thorough knowledge of 
things in his own trade. He must have the power of forecasting the 
broad movements of production and consumption, of seeing w'here 
there is an opportunity for supplying a new commodity that will 
meet a real w'ant or improving the plan of producing an old com- 
modity. He must be able to judge cautiously and undertake risks 
boldly; and he must of course understand the materials and 
machinery used in his trade. 

But secondly in this role of employer he must be a natural 
leader of men. He must have a power of first choosing his assis- 
tants rightly and then trusting them fully ; of intere.sting them in 
the business and of getting them to trust him, so as to bring out 
w'hatever enterprise and power of origination there is in them; 
while he himself exercises a general control over everything, and 
preserves order and unity in the main plan of the business. 

The abilities required to make an ideal employer are so great and 
so numerous that very few persons can exhibit them all in a very high 
degree. Their relative importance however varies with the nature 
of the industry and the size of the business ; and while one employer 
excels in one set of qualities, another excels in another; scarcely 
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any two owe their success to exactly the same combination of advan- iv, xn, e. 
tages. Some men make their way by the use of none but noble 
qualities, while others their prosperity to qualities in which there is 
very little that is really admirable except sagacity and strength of 
purpose. 

Such then being the general nature of the work of business The supply 
management, we have next to inquire what opportunities different 
classes of people have of developing business ability ; and, when may 
they have obtained that, what opportunities they have of getting cusred in 
command over the capital required to give it scope. We may thus 
come a little closer to the problem stated at the beginning of the forma of 
chapter, and examine the course of development of a business firm 
during several consecutive generations. And this inquiry may con- 
veniently be combined with some examination of the different 
forms of business management. Hitherto we have considered 
almost exclusively that form in which the whole responsibility and 
control rests in the hands of a single individual. But this form is 
yielding ground to others in which the supreme authority is dis- 
tributed among several partners or even a great number of share- 
holders. Private firms and joint-stock companies, co-operative 
societies and public corporations are taking a constantly increasing 
share in the management of business; and one chief reason of this is 
that they offer an attractive field to people who have good business 
alfilities, but have not inherited any great business opportunities. 

§ 6. It is oljvious that the son of a man already established in The eon of 
busineiss starts with very great advantages over others. He haB^^““"““ 
from his youth up special facilities for obtaining the knowledge and good start, 
developing the faculties that are required in the management of 
his father’s business : he learns quietly and almost unconsciously 
about men and manners in his father’s trade and in those from which 
that trade buys and to which it sells; he gets to know the relative 
importance and the real significance of the various problems and 
anxieties which occupy his father’s mind : and he acquires a tech- 
nical knowledge of the processes and the machinery of the trade.^ 

Some of what he learns will be applicable only to his father’s trade ; 
but the greater part will be serviceable in any trade that is in any 
way allied with that ; while those general faculties of judgment and 
resource, of enterprise and caution, of firmness and courtesy, which 
are trained by association with those who control the larger issues of 

^ Wo have already noticed how almost tlio only perfect apprenticoships of modom 
times are those of tlio sons of manufacturers, who practise almost every important 
operation that is carried on in the worUs suflicimtly to bo able in after years to enter 
into the dilUculties of all thoir employees and form a fair judgment on their work. 
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any one trade, will go a long way towards fitting liim for managing 
almost any other trade. Fuidlicr, the sons of suocessful business 
men start with more material capital than almost anyone else 
except those who by nurture and education are likely to lie disin- 
clined for business and unfitted for it : and if they continue their 
fathers’ work, they have also the vantage ground of established trade 
connections. 

It would therefore at first sight seem likely that business men 
should constitute a sort of caste ; dividing out among their sons the 
chief posts of command, and founding hereditary dynasties, which 
should rule certain branches of trade for many generations together. 
But the actual state of things is very different. For when a man has 
got together a great business, his descendants often fail, in spite of 
their great advantages, to develop the high abilities and the special 
turn of mind and temperament required for carrying it on with equal 
success. Ho himself was probably lirought up by parents of strong 
earnest character; and was educated by their personal influence 
and by struggle with difficulties in early life. But his children, at 
all events if they were born after he became rich, and in any case his 
grandchildren, are perhaps left a good deal to the care of domestic 
servants who are not of the same strong fibre as the parents by whose 
influence ho was educated. And while his highest aml)ition was 
probably success in business, they arc likely to Ijc at least equally 
anxious for social or aradoraic distinction.' 

For a time indeed all may go well. His .sons find a firmly 
estabUshed trade connection, and wliat is perhaps even more im- 
portant, a well-chosen .staff of subordinates with a generous interest 
in the business. By mere assiduity ami caution, availing them- 
selves of the traditions of the firm, they may hold togciher for a long 
time. But wlien a full generation lias passed, when the old tradi- 
tions are no longer a safe guide, and when the bonds that held to- 
gether the old staff have licen dissolved, then the business almost 
invariably falls to jiieees unless it is practically handed over to the 
management of new men who have meanwhile risen to partnership 
in the firm. 

But in most cases his de.sccndants arrive at this result by a 

' Until lately tliero Im? c\'cr boon in Kn^^lnntl rv kind of antagoniam betwoon 
acadernio atudics ami biisinosi. This is now tliminiahcd by the braadoninq 

of the spirit of oiir uroaliinivormtios, and l>y Uio errowth of collogos in onrcliief business 
centres. TI)c sons of mon wlioii s(*nt to thu imlvoraitics do not loam to doapiso 

thoic fathors’ trades na ofl^n as Iboy used to do even u H'Hieration ago. Llany of tlicm 
indcod nro drawn away from business by tlio dosire to extend tho boimdarios of knou • 
lodjio. But the higher forms of moiilal aotuity, thoso whicli aro constructive and 
not merely critical, tend to promote a just appreciation of tho nobility of business 
work lightly done. 
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shorter route. They prefer an abundant income coming to them iv, xn. 7 . 
without effort on their part, to one which though twice as large a 

could be earned only by incessant toil and anxiety ; and they sell new 
the business to private persons or a joint-stock company ; or they bo brought 
become sleeping partners in it ; that is sharing in its risks and in its 
profits, but not taking part in its management : in either case the 
active control over their capital falls chiefly into the bands of now 
men. 

§ 7. The oldest and simplest plan for renovating the energies of The 
a business is that of taking into partnership some of its ablest ^ivate 
employees. The autocratic owner and manager of a large manu- 
facturing or trading concern finds that, as years go on, he has to 
delegate more and more responsibility to his chief subordinates; 
partly because the work to be done is growing heavier, and partly 
because his own strength is becoming less than it was. He still 
exercises a supreme control, but much must depend on their energy 
and probity : so, if his sons arc not old enough, or for any other 
reason are not ready to take part of the burden off his shoulders, he 
decides to take one of his trusted assistants into partnership : he 
thus lightens his own labours, at the same time that he secures that 
the task of his life will be carried on by those whose habits he has 
moulded, and for whom he has perhaps acquired something like a 
fatherly affection.^ 

But there arc now, and there always have been, private partner- 
ships on more equal terms, two or more people of about equal 
wealth and ability combining their resources for a large and difficult 
undertaking. In such cases there is often a distinct partition of the 
work of management : in manufactures for instance one partner 
will sometimes give himself almost exclusively to the work of buying 
raw material and selling the finished product, while the other is 
responsible for the management of the factory : and in a trading 
establishment one partner will control the wholesale and the other 
the retail department. In these and other ways private partnership 
is capable of adapting itself to a great variety of problems : it is 
very strong and very elastic; it has played a great part in the past, 
and it is fidl of vitality now. 


^ of tho happiest romance of life, much that is most pleasant to dwell 

upon in tho social liistory of .t^nplaiid from tho Hlkldlo Ages up to our own day is 
connoctod with tho story of private partnersiups of this class. Many a youth lias 
been stimulatLxl to n bravo career by the influence of ballads and talcs which narrate 
tho diiliculticB and tho ultimate triumph of tiio faithful apprentice, who has at length 
been taken into partnership, perhaps on marrjing his employer’s daughter. There 
are no influences on national character more far-reaching than those which thus give 
shape to the aims of aspiring youth. 
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IV, xn. 8, § 8 . But from tie end of the Middle Ages to the present time 

there has been in some classes of trades a movement towards the 
The substitution of public joint-stock companies, the shares of which 
j^t-laock can be sold to anybody in the open market, for private companies, 
companies glares in which are not transferable without the leave of all 
concerned. The effect of this change has been to induce people, 
many of whom have no special knowledge of trade, to give their 
capital into the hands of others employed by them : and there has 
thus arisen a new distribution of the various parts of the work of 


business management. 

The share- The ultimate undertakers of the rLsks incurred by a joint-stock 
unSake shareholders; but as a rule they do not take much 

the risks; active part in engineering the business and controlling its general 
the policy ; and they take no part in superintending its details. After 
contadUie busiiiess has once got out of the hands of its original promoters, 
Managers; the conti'ol of it is left chiefly in the hands of Directors; who, if the 
company is a very large one, probably own but a very small propor- 
tion of its shares, while the greater part of them have not much 
technical knowledge of the work to be done. They are not generally 
expected to give their whole time to it; but they are supposed to 
bring wide general knowledge and sound judgment to bear on the 
broader problems of its policy ; and at the same time to make sure 
that the “ Managers ” of the company are doing their work 
wiio super- thoroughly.^ To the Managers and their assi.stants is left a great 
deudiB.*'’'’ engineering the business, and the whole of the 

work of superintending it: but they are not required to bring any 
capital into it ; and they are supposed to lie promoted from the lower 
ranks to the higher according to their zeal and ability. Since the 
joint-stock companies in the United Kingdom do a very great part 
of the business of all kinds that is done in the country, they offer 
very large ojjportunitics to men with natural talents for bu.siness 
management, who have not inherited any material capital, or any 
business connection. 


Those who § 9- Joint-.stock Companies have great cla.sticity and can expand 
the rto* themselves without limit when the work to which they have set 
cannot thcmselvcs offers a wide scope; and they are gaining ground in 


1 clcliKlitcd to argue (eeo for instance EnrfUah Conatilutiony ch. vii.) 

that a Cabinet ^linistcr often derives some advantage from his M'ont of technical 
knowledge of the business of his Department. I'or ho con get information on matters 
of detail from the T’ermancnt yccrclnry and otlier ofTicinls who aro under his authority ; 
and, while he is not likely to set bis judgment oguinst theirs on matters where their 
knou ledge gives them the advantoge, his unprejudiced common sense may well 
overrule the traditions of oiflcialism in broad questions of public policy : and in like 
manner the interests of a company may possibly sometimes bo most advanced by 
those Directors who have the least tcclmical knowledge of the details of its business. 
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nearly all directions. But they have one great source of ■weakness in iv, xn, 9. 
the absence of any adequate knowledge of the business on the part aiwo^ 
of the shareholders who undertake its chief risks. It is true that 
the head of a large private firm undertake,? the chief risks of the tho 
business, while he entrusts many of its details to others ; but his 
position is secured by his power of forming a direct judgment as managed, 
to whether his subordinates serve his interests faithfully and 
discreetly. If those to whom he has entrusted the buying or 
selling of goods for him take commissions from those with whom 
they deal, he is in a position to discover and punish the fraud. If 
they show favouritism and promote incompetent relations or friends 
of their own, or if they themselves become idle and shirk their work, 
or even if they do not fulfil the promise of exceptional ability which 
induced him to give them their first lift, he can discover what is 
going wrong and set it right. 

But in all these matters the great body of the shareholders of a Tho 
joint-stock company are, .save in a few exceptional instances, almost 
powerless; though a few of the larger shareholders often exert «mkabie 
themselves to find out what is going on: and are thus able to excr- the^ ^ 
cise an effective and wi.se control over the general management of of 
the business. It is a strong proof of the marvellous growth in recent buBinoss 
times of a spirit of honesty and uprightness in commercial matters, 
that the leading officers of great public companies yield as little as 
they do to the vast temptations to fraud which lie in their way. 

If they showed an eagerness to avail themselves of opportunities 
for wrong-doing at all approaching that of which we read in the 
commercial history of earlier civilization, their wrong uses of the 
trusts imposed in them would have been on so great a scale as to 
prevent the development of this democratic form of business. 

There is every reason to hope that the progress of trade morality 
will continue, aided in the future as it has been in the past, by a 
diminution of trade secrecy and by increased publicity in every 
form ; and thus collective and democratic forms of busine,ss manage- 
ment may bo able to extend themselves safely in many direetions in 
which they have hitherto failed, and may far exceed the great services 
they already render in opening a large career to those who have no 
advantages of birth. 

The same may be said of the undertakings of Governments Oovem- 
imperial and local : they also may have a great future before them, 
but up to the present time the tax-payer who undertakes the ultimate takinga. 
risks has not generally succeeded in exercising an efficient control 
over the businesses, and in securing officers who will do their work 
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rv, irrt. 10 . with as much energy and enterprise as is shown in private establish- 
mcnts. 

The social The problems of large joint-stock company administration, as 
E^reau- wcll as of Governmental business, involve however many complex 
methods ’’I*® which we canuot enter here. They are urgent, because 

very large businesses have recently increased fast, though perhaps 
not quite so fast as is commonly supposed. The change has l)cen 
brought about chiefly by the development of iirocesses and methods 
in manufacture and mining, in transport and banking, which are 
beyond the reach of any but very large capitals ; and l>y the increase 
in the scope and functions of markets, and in the technical facilities 
for handling large masses of goods. The democratic clement in 
Governmental enterprise was at first almost wholly vivifying: 
but experience shows creative ideas and experiments in business 
technique, and in business organization, to be very rare in Govern- 
mental undertakings, and not very common in private enterprises 
which have drifted towards bureaucratic methods as the result of 
their great age and large size. A new danger is thus threatened 
by the narrowing of the field of industry which is open to the 
vigorous initiative of smaller businesses. 

Trusts and Production on the largest scale of all is to be seen chiefly in the 
cartels. United States, where giant businesses, with some touch of monopoly, 
are commonly called “ trusts.” Some of these trusts have grown 
from a single root. But most of them have been developed by the 
amalgamation of many independent bu-sinesses; and a first step 
towards this combination was generally an association, or “ cartel ” 
to use a German term, of a rather loose kind. 
oporstivB § 10’ The system of co-operation aims at avoiding the evils of 
asBocintion these two methods of business management. In that ideal form of 

m its ideal . . . . ^ -m /. n i i i 

form co-operative society, tor which many still lonaly nope, hut winch as 
yet has been scantily realized in practice, a part or the whole of 
those shareholders who undertake the risks of the business are 


themselves employed by it. Tlie employees, wliether they con- 
tribute towards the material capital of the busincs.s or not, have a 
share in its profits, and some power of voting at the general meetings 
at which the broad lines of its policy are laid down, and the officers 
might appointed who are to carry that policy into effect. They are thus 
t™ohicf employers and masters of their own managers and foremen; 
dangsrs^o^ they have fairly good means of judging whether the higher work of 
iompanUs. engineering the business is conducted honestly and efficiently, and 
they have the best possible opportunities for detecting any laxity or 
incompetence in its detailed administration. And lastly they render 



CO-OPERATIVE SOCIETIES 255 

unnecessary some of the minor work of superintendence that isiv.xii. lo. 
required in other establishments ; for their own pecuniary interests — 
and the pride they take in the success of their own business make 
each of them averse to any shirking of work eitlier by himself or by 
his fellow-workmen. 

But unfortunately the system has very great diiricultics of its it ims 
own. For human nature being i\hat it is, the employees themselves 
are not alwa3's the best possible masters of their own foremen and of businos 
managers; jealousies and frettings at reproof are apt to act like 
sand, that has got mixed with the oil in the bearings of a great and 
complex machinery. The hardest work of business management is 
generally that which makes the lea.st outward show; those who 
work with their hands are apt to xmderrate the intensity of the strain 
involved in the highest work of engineering the business, and to 
grudge its being paid for at anything like as high a rate as it could 
earn elsewhere. And in fact the manauei-s of a co-operative society 
seldom have the alertness, the inventiveness and the ready ver- 
satility of the ablest of those men who have l)cen selected by the 
struggle for survival, and who have been trained by the free and 
unfettered re.s])onsibility of iirivate Imsiness. Partly for these 
reasons the co-operative system has seldom been carried out in its 
entirety; and its partial ap])licaliou has not yet attained a con- 
spicuous success except in retailing commodities consumed by work- 
ing men. But within the last few years more hopeful signs have 
appeared of the success of bomt Jkk productive associations, or “ co- 
partnerships.” 

Those working men indeed whose tempers arc strongly indivi- but it may 
dualistic, and whose minds arc concentrated almost wholly on their 
own affaii’s, will perhaps always find their quickest and most con- thoao. ' 
genial path to material success by commencing business as small 
independent “ undertakers,” or by working thcii way upwards in a 
private firm or a public company. But co-o])eration has a special 
charm for those in whose tempers the social clement is stronger, and 
who desire not to separate themselves from their old comrades, but 
to work among them as their leaders. Its aspirations may in some 
respects be higher than its practice ; but it undoubtedly does rest 
in a great measure on ethical motives. The true co-operator com- 
bines a keen business intellect with a spirit full of an earnest faith; 
and some co-operative societies hav'c been served excellently by men 
of great genius both mentally and morally— men who for the sake of 
the co-operative faith that is in them, have worked with great ability 
and energy, and with perfect uprightness, being all the time con- 
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IV, xn, 10. tent with lower pay than they could have got as business managers 
on their own account or for a private firm. Men of this stamp 
are more common among officers of co-operative societies than in 
other occupations; and though they are not very common even 
there, yet it may he hoped that the diffusion of a better knowledge 
of the true principles of co-operation, and the increase of general 
education, arc every day fitting a larger number of co-operators for 
the complex problems of business management. 

Meanwhile many partial applications of the co-operative 
principle are being tried under various conditions, each of which 
presents some new aspect of biminess management. Thus under the 
scheme of Profit-Sharing, a private firm while retaining the un- 
fettered management of its business, pays its employees the full 
market rate of wages, whether by Time or Piece-work, and agrees in 
addition to divide among them a certain share of any profits that 
may be made above a fixed minimum ; it being hoped that the firm 
will find a material as well as a moral reward in the diminution of 
friction, in the increased willingness of its employees to go out of 
their way to do little things that may be of great benefit compara- 
tively to the firm, and lastly in attracting to itself workers of more 
than average ability and industry, ^ 

Another partially co-operative scheme is that of some Oldham 
cotton-mills ; they are really joint-stock companies ; but among 
their shareholders are many working men who have a special 
knowledge of the trade, though they often prefer not to be employed 
in the mills of which they are part owners. And another is that of 
the Productive establishments, owned by the main body of co- 
operative stores, through their agents, the co-operative Wholesale 
Societies. In the Scotch Wholesale, but not in the English, the 
workers, as such, have some shares in the management and in the 
profits of the works. 

At a later stage we shall have to study all those various co- 
operative and semi-co-operative forms of business more in detail, 
and to inquire into the cause of their success or failure in different 
classes of business, wholesale and retail, agricultural, manufacturing 
and trading. But we must not pursue this inquiry further now. 
Hopes for Enough has been said to show that the world is only just beginning 
the future, Uglier work of the co-operative movement ; and 

that its many different forms may therefore be reasonably expected 
to attain a larger success in the future than in the past; and to 

> Compare Schloaa, Methoda of Induatriol Eemuneralion ; and Gilman, A dividend 
to labour. 


Profit- 

Sharing. 


Partial 

Co- 
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offer excellent opportunities for working men to practise themselves iv. xu. ii. 
in the work of business management, to grow into the trust and 
confidence of others, and gradually rise to posts in which their 
business abilities will find scope. 

§ 11. In speaking of the difficulty that a working man has in Tho rise 
rising to a post in which he can turn his business ability to full ° oriung 
account, the chief stress is commonly laid upon his want of capital : 
but this is not always his chief difficulty. For instance the co- as much 
operative distributive societies have accumulated a vast capital, 
on which they find it difficult to get a good rate of interest ; and 
which they would be rejoiced to lend to any set of working men «ant of 
who could show that they had the capacity for dealing with difficult 
business problems. Co-operators who have firstly a high order of 
business ability and probity, and secondly the “ personal capital ” 
of a great reputation among their fellows for these qualities, will 
have no difficulty in getting command of enough material capital 
for a considerable undertaking : the real difficulty is to convince a 
sufficient number of those around them that they have these rare 
qualities. And tho case is not very different when an individual 
endeavours to obtain from the ordinary sources the loan of the 
capital required to start him in business. 

It is true that in almost every business there is a constant increase for tiic 
in the amount of capital required to make a fair start ; but there is a 
much more rapid increase in the amount of capital which is owned 
by people who do not want to use it themselves, and are so eager to and m 
lend it out that they will accept a constantly lower and lower rate 
of interest for it. Much of this capital passes into the hands of piojment. 
bankers who promptly lend it to anyone of whoso business ability 
and honesty they are convinced. To say nothing of the credit 
that can be got in many businesses from those who supply the 
requisite raw material or stock in trade, the opportunities for direct 
borrowing arc now so great that a moderate increase in the amount 
of capital required for a start in busine.ss is no very serious obistaele 
in the way of a person who has once got over the initial difficulty of 
earning a reputation for being likely to use it well. 

But perhaps a greater though less conspicuous hindrance to the iio is 
rise of the working man is the growing complexity of business. 

The head of a business has now to think of many things about which i>y *'1° 
he never used to trouble himself in earlier days ; and these are just com-"'® 
the kind of difficulties for which the training of the workshop affords 
the least preparation. Against this must be set the rapid improve- 
ment of the education of the working man not only at school, but 
K 
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IV, xn. 11. what is more important, in after life by newspapers, and from the 
work of co-operative societies and trades-unions, and in other ways. 
But he About three-fourths of the whole population of England belong 
ovorcomo wage-eamiug classes; and at all events when they are well 

those fed, properly housed and educated, they have their fair share of 
that nervous strength which is the raw material of business ability. 
Without going out of their way they arc all consciously or uncon- 
sciously competitors for posts of business command. The ordinary 
workman if he shows ability generally becomes a foreman, from 
that he may rise to be a manager, and to be taken into partnership 
with his employer. Or having saved a little of his own he may start 
one of those small shops which can still hold their own in a working 
man’s quarter, stock it chiefly on credit, and let his wife attend to it 
by day, while he gives his evenings to it. In these or in other ways he 
’ may increase his capital till he can start a small workshop, or factory. 
Once having made a good beginning he will find the banks eager to 
give him generous credit. He must have time ; and since he is not 
likely to start in business till after middle age he must have a long 
as well as a .strong life ; but if he ha.s this and has also “ patience, 


The riflo 
may take 
two gcncr- 
ations 
instead 
of one. 


genius and good fortune ” he is pretty sure to command a goodly 
capital before ho dics.^ In a factory those who work with itheir 
hands have better opportunities of rising to post.s of command pan 
the book-keepers and many others to whom social traditionl has 
assigned a higher place. But in trading concerns it is otherwise ; 
what manual work is done in them has as a rule no educating 
character, while the experience of the olfice is better adapted for 
preparing a man to manage a commercial than a raanufactur ing 
business. 

There is then on the whole a broad movement from below i ip- 
wards. Perhaps not so many as formerly rise at once from the 
position of working men to that of cmploycis : but there are mcjre 
who get on sufficiently far to give their sons a good chance of attain- 


' Tlio Gorxnnns any tlmt siwccan in biisiiu'ss rorinircH ‘‘(Jokl, Getluld, Ooiiio nml 
Gluck." Tlic cliancua that a aorkini; man litiB uf risiia; vary HOiiiL'wliat i)a> 
nature of tlio work, being greatest in those (rudesiii vhifli a cati'ful allenlioii todcl.iilB 
counts for most, and a wide laiowledgo, w licthcr of scienue or of tlio worltl moveiia nla 
of spooiilation, counts for least. Thus for hustuiu o “ thrift ami the knowledge of pnu*- 
ticul details ” are tlic mo.st iniportoiit dements of siiecess in the ordinary work of tho 
jiottcry trade ; and in eonsequeneo most of tliose wlio have done well in it " liavo 
risen from tlio bench liko Josiiih Wedgwood" (seo G. Wodgwootrs cvidenco licforo 
tlio Commission on Teclmieal Itklueutioii); and a siinilar stalcinent might ho mado 
tibouL many of tho Shcilield trades. But some uf tho working classes develop a great 
faculty for taking speculative risks; and if tlio knowledge of fnelH fiy which successful 
speculation must lio guided, comes within their they will often push tlieir way 

through competitors who liovo Rtorled nbovo them. Some of tho most successful 
wholesale dealers in perishable coinmoditii'a sueli as fish and fruit hove liegun life as 
ninrkot porters. 
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ing to the highest posts. The complete rise is not so very often iv.xn, 12 , 
accomplished in one generation ; it is more often spread over two ; 
but the total volume of the movement upwards is probably greater 
than it has ever been. And perhaps it is better for society as a 
whole that the rise should be distributed over two generations. The 
workmen who at the beginning of the last century rose in such large But flmt 
numbers to become employers were seldom fit for posts of command : 
they were too often harsh and tyrannical; they lost their self- evil; 
control, and were neither truly noble nor truly happy ; while their 
children were often haughty, extravagant, and self-indulgent, 
squandering their wealth on low and vulgar amusements, having 
the worst faults of the older aristocracy without their virtues. 

The foreman or superintendent who has still to obey as well as to 
command, but who is rising and sees his children likely to rise 
further, is in some ways more to be envied than the small master. 

Ilis success is less conspicuous, but his work is often higher and more 
important for the world, while his character is more gentle and 
refined and not less strong. Ilis children arc well-trained ; and if 
they get wealth, they are likely to make a fairly good use of it. 

It must however be admitted that the rapid extension of vast if tii* 
businesses, and especially of joint-stock companies in many branches o^mcru 
of industry, is tending to make the able and thrifty workman, with 
high ambitions for his sons, sock to put them to office work. There avoided, 
they are in danger of losing the physical vigour and the force of 
character which attaches to constructive w'ork with the hamls, and 
to become commonplace mcmbei-s of the lower middle classes. 

But, if they can keep their force unimpaired, they are likely to be- 
come leaders in the world, though not generally in their father’s 
industry; and therefore rvitbout the benefit of specially apiJrojrriate 
traditions and aptitude. 

§ 12, tVhen a man of great ahihty is once at the head of an An niiie 
independent business, whatever be the route by which he has got Ijla 
there, he w ill with moderate good fortime soon bo able to show such si>v«iiiy 

’ , • 1 reases 

evidence of ms power of turning capital to good account as to enable tiic cajiitai 
him to borrow in one way or another almost any amount that lie “ommand. 
may need. Making good profits he adds to his own capital, and this 
extra capital of his own is a material security for further borrowings ; 
while the fact that he has made it himself tends to make loiiders less 
careful to insist on a full security for their loans. Of course fortune 
tells for much in busino.ss : a very able man may find things going 
against him; the fact that he is losing money may dimmish his 
power of borrowing. If he is working partly on borrowed capital, 
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IV.xn, 12. 


A man 
who has 
not great 
business 
ability 
loses his 
capital 
the more 
rapidly tho 
larger his 
business is. 


These two 
forces tend 
to adjust 
the capital 
to the 


it may even make those who have lent it refuse to renew their 
loanS) and may thus cause him to suooiimb to what would have 
been but a passing misfortune, if he had been using no capital but 
his own : ^ and in fighting his way upwards he may have a chequered 
life full of great anxieties, and even misfortunes. But he can show 
his ability in misfortune as well as in success : human nature is 
sanguine ; and it is notorious that men are abundantly willing to 
lend to those who have passed through commercial disaster without 
loss to their business reputation. Thus, in spite of vicissitudes, the 
able business man generally finds that in the long run the capital 
at his command grows in proportion to his ability. 

Meanwhile, as we have seen, he, who with small ability is in 
command of a large capital, speedily loses it : he may perhaps be 
one who could and would have managed a small business with credit 
and left it stronger than he had found it : but if he has not the genius 
for dealing with great problems, the larger it is the more speedily 
will he break it up. For as a rule a large business can be kept going 
only by transactions which, after allowing for ordinary risks, leave 
but a very small percentage of gain. A small profit on a large turn- 
over quickly made, will yield a rich income to able men ; and in 
those businesses which arc of such a nature as to give scope to very 
large capitals, competition generally cuts the rate of profits on the 
turn-over very fine, A village trader may make five per cent, less 
profits on his turn-over than his abler rival, and yet be able to hold 
his head above water. But in those large manufacturing and 
trading businesses in which there is a quick return and a straight- 
forward routine, the whole profits on the turn-over are often so very 
small that a person who falls behind his rivals by even a small 
percentage loses a large sum at every turn-over ; while in those large 
businesses which are difficult and do not rely on routine, and which 
afford high profits on the turn-over to really able management, there 
are no profits at all to be got by anyone who attempts the task with 
only ordinary ability. 

These two sets of forces, the one increasing the capital at the 
command of able men, and the other dcistroying the capital that is in 
the hands of weaker men, bring about the result that there is a far 
more close correspondence between the al^ility of business men and 

* The danger of not bolng able to renew his borrowings just at tiio timo wlion 
ho wants thorn most, puts iiim at a disadvantngo rolatively to thoso who uso only 
their own capital, much greater than is reprosunied by the mere interest on his borrow- 
ings : and, when we come to that part of tlic doctrine of distribution which deals with 
earnings of management, we shall find that, for tliis among other reasons, profits are 
something more than interest in addition to net earnings of management, t.e. those 
earnings which are properly to bo ascribed to the abilities of business men. 
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the size of the businesses which they own than at first sight would iv,xn. ii 
appear probable. And when to this fact we add all the many routes, 
which we have already discussed, by which a man of great natural required t 
business ability can work his way up high in some private firm or 
public company, we may conclude that wherever there is work on a 
large scale to be done in such a country as England, the ability and 
the capital required for it are pretty sure to be speedily forthcoming. 

Further, just as industrial skill and ability are getting every day 
to depend more and more on the broad faculties of judgment, 
promptne.ss, resource, carefulness and steadfastness of purpose- 
faculties which are not specialized to any one trade, but which are 
more or less useful in all — so it is with regard to business ability. In 
fact business ability consists more of these non-spccialized faculties 
than do industrial skill and ability in the lower grades ; and the 
higher the grade of business ability the more various are its applica- 
tions. 

Since then business nliility in command of capital moves with Business 
great ease horizontally from a trade which is over-crowded to one 
which offers good openings for it : and since it moves with great ease 
vertically, the abler men rising to the higher posts in their owiidsBnod"^^ 
trade, we see, even at this early stage of our inquiry, some good 
reasons for believing that in modem England the supply of business such a 
ability in command of capital accommodates itself, as a general rule, 
to the demand for it ; and thus has a fairly defined supply price. 

Finally, we may regard this supply price of busine.ss ability in 
command of capital as composed of three elements. The first is the 
supply price of capital ; the second is the supply price of business 
ability and energy ; and the third is the supply priee of that organiza- 
tion by which the appropriate business ability and the requisite 
capital are brought together. W e have called the price of the first of Net and 
these three elements interest ; we may call the price of the second 
taken by itself net earnings of management, and that of the second «!managt. 
and third, taken together, gross earnings of management. 
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CONCLUSION. CORRELATION OF THE TENDENCIES TO 
INCREASING AND TO DliHNISHING RETURN 


IV, xin, 1 . § 1. At the beginning of the Book we saw how the extra return of 

raw produce which nature affords to an increased application of 
relation Capital and labour, other things being equal, tends in the long run to 
the^iator diminish. In the remainder of the Book and especially in the last 
chaptcrsof chapters we have looked at the other side of the shield, and scon 

tins Book ^ -Il l /* 

atond to how man s power of productive work increases with the volume or 
the earlier, Considering first the causes that govern 

the supply of labour, we saw how every increase in the physical, 
mental and moral vigoui' of a people makes them more likely, other 
things being equal, to rear to adult age a large number of vigorous 
children. Turning next to the growth of wealth, we o))served how 


every increase of wealth tends in many ways to make a greater 
increase more easy than before. And lastly we saw how every 
increase of wealth and every increase in the numbers and intelligence 
of tbe people increased the facilities for a highly developed industrial 
organization, which in its turn adds much to the collective efficiency 
of capital and labour. 

A Looking more closely at tbe economics arising from an increase 

in the scale of production of any kind of goods, wc found that they 
chaptcrsof fell into two classcs— tliose dependent on the general development 
this Book. industry, and those dependent on the resources of the in- 


divkUial houses of business engaged in it and the efficiency of their 
management ; that is, into external and internal economies. 

Summary. We saw how thcse latter economics are lia blc to constant fluctua- 


tions so far as any particular house is concerned. An able man, 
assisted perhaps by some .strokes of good fortune, gets a firm footing 
in the trade, he works hard and lives sparely, his own capital grows 
fast, and the credit that enables him to borrow more capital grows 
still faster; he collects around him subordinates of more than 


ordinary zeal and ability; as his business increases they rise with 
him, they trust him and he trusts them, each of them devotes 
himself with energy to just that work for which he is specially 
fitted, so that no high ability is wasted on easy work, and no difficult 
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work is entrusted to unskilful hands. Corresponding to this steadily iv, xm, i. 
increasiug euoriomy of skill, the growth of his business brings with it su^^ry. 
similar economies of specialized machines and plant of all kinds; 
every improved process is quickly adopted and made the basis of 
further improvements; success brings credit and credit brings 
success; credit and success help to retain old customers and to 
bring new ones ; the increase of his trade gives him great advantages 
in buying; his goods advertise one another, and thus diminish 
his difficulty in finding a vent for them. The increase in the scale 
of his business increases rapidly the advantages which he has over 
his competitors, and lowers the price at which he can afford to sell. 

This process may go on as long as his energy and enterprise, his 
inventive and organizing power retain their full strength and fresh- 
ness, and so long as the risks which arc inseparable from business 
do not cause him exceptional losses; and if it could endure for a 
hundred years, he and one or two others like him would divide 
between them the whole of that branch of industry in which he is 
engaged. The large scale of their production would put great 
economies within their reach ; and provided they competed to their 
utmost with one another, the public would derive the chief benefit 
of these economics, and the price of the commodity would fall very 
low. 

But here we may read a lesson from the young trees of the forest 
as they struggle upwards through the benumbing shade of their older 
rivals. Many succumb on the way, and a few only survive; those 
few become stronger Avith cA'ery year, they get a larger share of 
light and air Avith CA’ery increase of their height, and at last in their 
turn they tower above their neighbours, and seem as though they 
would grow on for ever, and for ever become stronger as they groAV. 

But they do not. One tree aauII last longer in full vigour and attain 
a greater size than another ; but sooner or later age tells on them all. 

Though the taller ones have a better access to light and air than their 
rivals, they gradAially lose vitality ; and one after another they give . 
place to others, which, though of less material strength, have on their 
side the vigour of youth. 

And as with the groAvth of trees, so was it Avith the groAvth of 
businesses as a general rule before the great recent development of 
vast joint-stock companies, AAhich often stagnate, but do not readily 
die. Now that rule is far from universal, but it still holds in many 
industries and trades. Nature still presses on the private business 
by limitin g the length of the life of its original foimders, and by 
limiting even more narrowly that part of their lives in which their 



264 INCREASING ANB DIMINISHING RETURNS 

IV. xni, 2 . faculties retain full vigour. And so, after a while, the guidance of 
Suiiiiiiary. business falls into the hands of people with less energy and less 
creative genius, if not with less active interest in its prosperity. If 
it is turned into a joint-stock company, it may retain the advantages 
of division of labour, of specialized skill and machinery : it may even 
increase them by a further increase of its capital ; and under favour- 
able conditions it may secure a permanent and prominent place 
in the work of production. But it is likely to have lost so much of its 
elasticity and progressive force, that the advantages are no longer 
exclusively on its side in its competition with younger and smaller 
rivals. 

AVhen therefore we are considering the broad results which the 
growth of wealth and population exert on the economies of produc- 
tion, the general character of our conclusions is not very much 
affected by the facts that many of these economics depend directly 
on the size of the individual establishments engaged in the produc- 
tion, and that in almost every trade there is a constant rise and fall 
of large businesses, at any one moment some firms being in the 
ascending phase and others in the descending. For in times of 
average prosperity decay in one direction is sure to be more than 
balanced liy growth in another. 

lleanwhile an increase in the aggregate scale of production of 
course increases those economies, which do not directly depend on 
the size of indiiddual houses of business. The most important of 
these result from the growth of correlated branches of industry 
which mutually assist one another, perhaps being concentrated in the 
same localities, but anyhow availing themselves of the modern 
facilities for communication offered by steam transport, by the 
telegraph and liy the printing-press. The economics arising from 
such sources as this, which are accessible to any branch of production, 
do not depend exclusively upon its own growth : but yet they are 
sure to grow rapidly and steadily w ith that growth ; and they are 
sure to dwindle in some, though not in all respects, if it decays. 
Forecast ,§ 2. Thcsc results will be of great importance when we come to 
stuTy of discuss the causes which govern the supply price of a commodity, 
produtuon analyse carefully the normal co,st of producing a 

in a repro- commodity, relatively to a given aggregate volume of production ; 
and for this purpose we shall have to study the expenses of a repre- 
sentative producer for that aggregate volume. On the one hand wc 
shall not want to select some new producer just struggling into 
business, who works under many disadvantages, and has to be con- 
tent for a time with little or no profits, but who is satisfied with 
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the fact that he establishing a connection and taking the first iv, xm, 2. 
steps towards building up a successful business ; nor on the other 
hand shall we want to take a firm which by exceptionally long- 
sustained ability and good fortune has got together a vast business, 
and huge well-ordered workshops that give it a superiority over 
almost all its rivals. But our representative firm must be one 
which has had a fairly long life, and fair success, which is managed 
with normal ability, and which has normal access to the economies, 
external and internal, which belong to that aggregate volume of 
production ; account being taken of the class of goods produced, the 
conditions of marketing them and the economic environment 
generally. 

Thus a representative firm is in a sense an average firm. But 
there are many n ays in which the term “ average ” might be inter- 
preted in connection with a business. And a Kepresentative firm 
is that particular sort of average firm, at which we need to look in 
order to sec how far the economics, interna] and, external, of produc- 
tion on a large scale have extended generally in the industry and 
country in question. AVc cannot see this by looking at one or two 
firms taken at random : but we can see it fairly well by selecting, 
after a broad survey, a firm, whether in private or j oint-stock manage- 
ment (or better .still, more than one), that represents, to the best of 
our judgment, this particular average. 

The general argument of the present Book shows that an increase 
in the aggregate volume of production of anything will generally 
increase the size, and therefore the internal economies possessed by 
such a representative firm ; that it will always increase the external 
economies to which the firm has access ; and thus will enable it to 
manufacture at a less proportionate cost of labour and sacrifice than 
before, 

In other words, we say broadly that while the part which nature Lawt oj 
plays in production .shows a tendency to diminishing return, the part 
which man plays shows a tendency to mcrcasing return. The law of 
increasing return may be worded thus : — ^An increase of labour and 
capital leads generally to improved organization, which increases the 
etficiency of the work of labour and capital. 

Therefore in those industries which are not engaged in raising 
raw produce an increase of labour and capital generally gives a 
return increased more than in proportion ; .and further this improved 
organization tends to diminish or even override any increased 
resistance which nature may offer to raising increased amounts of raw 
produce. If the actions of the law's of increasing and diminishing 
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return are balanced we have the law of constant return, and an in- 
creased produce is obtained by labour and sacrifice increased just in 
proportion. 

For the two tendencies towards increasing and diminishing 
return press constantly against one another. In the production of 
wheat and wool, for instance, the latter tendency has almost ex- 
clusive sway in an old country, which cannot import freely. In 
turning the wheat into flour, or the wool into blankets, an increase 
in the aggregate volume of production brings some new economies, 
but not many ; for the trades of grinding wheat and making blankets 
arc already on so great a scale that any new economies that they may 
attain are more likely to be the result of new inventions than of 
improved organization. In a country however in which the blanket 
trade is but slightly developed, these latter may be important; 
and then it may happen that an increase in the aggregate production 
of blankets diminishes the proportionate difficulty of manufacturing 
by just as much as it increases that of raising the raw material. In 
that case the actions of the laws of diminishing and of increasing 
return would just neutralize one another; and blankets would con- 
form to the law of constant return. But in most of the more 
delicate branches of manufacturing, where the cost of raw material 
coimts for little, and in most of the modern transport industries the 
law of increasing return acts almost unopposed.^ 

Increasing Return is a relation between a quantity of effort and 
sacrifice on the one hand, and a quantity of product on the other. 
The quantities cannot be taken out exactly, because changing 
methods of production call for machinery, and for unskilled and 
skilled labour of new kinds and in new proportions. But, taking a 
broad view, we may perhaps say vaguely that the output of a certain 
amount of labour and capital in an industry has increased by perhaps 
a quarter or a third in the last twenty years. To measure outlay 
and output in terms of money is a tempting, but a dangerous 
resource : for a comparison of money outlay with money returns is 
apt to slide into an e.stimate of the rate of profit on capital.^ 

^ In an artirb on Tlio variation of productive forces in the Quarlerhj Journal 
of Economics^ 11)02. Professor Bullock sui^gests tliat the term Economy of Organiza- 
tion ” should bo substituted for Jiicrcasing Krturu. He shows clearly that the forces 
which mako for Increasing Return arc not of the same order as those that malco for 
Diminishing Return : and therd aru undouhiodly cases in which it is better to cmjiha* 
size this diifercncG by describing cause's rather than results, and contrasting Economy 
of Organization with the Inelasticity of Natiiro's response to intensivo cultivation. 

^ There is no general rulo that industries which yield incicaslng returns show also 
rising profits. No doubt a vigorous firm, whieli increases its scale of operations and 
obtains important (intornal) economics which are peculiar to it, will sliow an increasing 
return and a rising rate of profit; berauao its increasing output will not materially 
affect tho price of its produce. But profits tend to bo low, as we shall see bolow 
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§ 3, We may now sum up provisionally tie relations of industrial iv, an, 3. 
expansion to social wellbeing. A rapid growth of population has ^ 
often been accompanied by unhealthy and enervating habits of life 
in overcrowded towns. And sometimes it has started badly, out-iganovii 
running the material resources of the people, causing them with 
imperfect appliances to make excessive demands on the soil; and conditions, 
so to call forth the stern action of the law of diminishing return as 
regards raw produce, without having the power of minimizing its 
effects. Having thus begun with poverty, an increase in numbers 
may go on to its too frequent consequences in that wealeness of 
character which unfits a people for developing a highly organized 


industry. t. i. « 

These are serious perils : but yet it remains true that the coUec- but not 

tive efficiency of a people with a given average of individual strength 
and energy may increase more than in proportion to their numbers. 

If they can for a time escape from the pressure of the law of diminish- 
ing return by importing food and other raw produce on easy terms; 
if their wealth is not consumed in great wars, and increases at least 
as fast as their numbers ; and if they avoid habits of life that wou d 
enfeeble them ; then every increase in their numbers is likely for f/ie 
iime to be accompanied by a more than proportionate increase in 
their power of obtaining material goods. For it enables them to 
secure the many various economies of specialized skill and specialized 
machinery, of localized industries and production on a larp scale : 
it eiialjles them to have increased facilities of communication of all 
kinds; while the very clo.scness of their neighbourhood diminishes 
the expense of time' and effort inimlved in every sort of traffic 
between them, and gives them new opimrtunities of getting social 
enjoyments and the comforts and luxuries of culture in every 
form. No doubt deduction must be made for the growing difficulty 
of finding solitude and quiet and even fresh air ; but there is in 

most cases some balance of good.^ 

Taking account of the fact that an increasing density of popula- 
tion generally brings with it access to new social enjoyments we may 
give a rather broader scope to this statement and say An increase 

rVI vm 1 ‘>1 in such imUistricsnsi'lninwcavinc.liwniisn tlioir vast apalelmsoimblod 

OTgaSimlin production and marUcti.^; to be carrici ao far as to bo almost dominated 

by jlil, ,,„„ts into nmvontcHl cnlluis.nHm ul.cn sFakinp (PoWf™! 

Book IV cl. VI s 21 of tl.c pleasures of wnialcrmc alone in beautiful Hocncry . 

Etxmamy, Book IV. c ■ • t • fervid descriptions of tire growinit richness of human 

^many Amenc^ vntersK. c^ bockivoods 

life as two backwoodsman toun, and tbo town into n vast 

ch“'T£o toSstanco Caroy’s MicpJ of Social Sdcnc, and Henry Goorge'a 
Progr&is a*ui Povertg.) 
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IV, xm, 3. of population accompanied by an equal increase in the material 
sources of enjoyment and aids to production is likely to lead to a 
more than proportionate increase in the aggregate income of enjoy- 
ment of all kinds; provided firstly, an adequate supply of raw 
produce can be obtained without great difficulty, and secondly there 
is no such overcrowding as causes physical and moral vigour to be 
impaired by the want of fresh air and light and of healthy and 
joyous recreation for the young. 

The The accumulated wealth of civilized countries is at present 


'rowiVof* faster than the population : and though it may be true 

numbers that the wealth per head would increase somewhat faster if the 
corrfuUy population did not increase quite so fast; yet as a matter of fact 
'•istin- an increase of population is likely to continue to be accompanied by 
ta)m those a morc than proportionate increase of the material aids to production : 
powth of England at the present time, with easy access to abundant 

wealth by foreign supplies of raw material, an increase of population is accom- 
^nomiiy'* paniecl by a more than proportionate increase of the means of 


paS satisfying human wants other than the need for light, fresh air, etc. 
Much of this increase is however attributable not to the increase of 


industrial efficiency but to the increase of wealth by which it is 
accompanied : and therefore it does not necessarily benefit those 
who have no share in that wealth. And further, England’s foreign 
supplies of raw produce may at any time be checked by changes in 
the trade regulations of other countries, and may be almost cut off 
by a great war, while the naval and military expenditure which 
would be necessary to make the country fairly secure against this 
last risk, would appreciably diminish the benefits that she derives 
from the action of the law of increasing return. 



bo(5k V 

GENERAL RELATIONS OF DEMAND, 

SUPPLY AND VALUE 

CHAPTER I 

INTRODUCTORY. ON MARKETS 

§ 1. A BUSINESS firm grows and attains great strength, and v, i, i. 
afterwards perhaps stagnates and decays; and at the turning point Bioi^ai 
there is a balancing or equilibrium of the forces of life and decay : 
the latter part of Book IV has been chiefly occupied with such notions 
balancing of forces in the life and decay of a people, or of a method of bliia^mR 
industry or trading. And as wc reach to the higher stages of our 
work, we shall need ever more and more to think of economic 
forces as resembling those which make a young man grow in strength, 
till he reaches his prime ; after which he gradually becomes stiff and 
inactive, till at last he sinks to make room for other and more 
vigorous life. But to prepare the way for this advanced study wo 
want first to look at a simpler balancing of forces which corresponds 
rather to the mechanical equilibrium of a stone hanging by an elastic 
string, or of a number of balls resting against one another in a 
basin. 

We have now to examine the general relations of demand and Scope of 
supply ; especially those which are connected with that adjustment 
of price, by which they are maintained in equilibrium,” This 
term is in common use and may be used for the present without 
special explanation. But there are many difficulties connected 
with it, which can only be handled gradually : and indeed they will 
occupy our attention during a great part of this Book, 

Illustrations will be taken now from one class of economic 
problems and now from another, but the main course of the reason- 
ing will be kept free from assumptions which specially belong to any 
particular class. 

Thus it is not descriptive, nor does it deal constructively with 
real problems. But it sets out the theoretical backbone of our 
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V, 1, 2. knowledge of the causes which govern value, and thus prepares the 
way for the construction which is to begin in the following Book. 
It aims not so much at the attainment of knowledge, as at the power 
to obtain and arrange knowledge with regard to two opposing sets 
of forces, those which impel man to economic efforts and sacrifices, 
and those which hold him back. 

Markets We must begin with a short and provisional account of markets ; 
oni^pro^ for that is needed to give precision to the ideas in this and the 
following Books. But the organization of markets is intimately 
connected both as cause and effect with money, credit, and foreign 
trade ; a full study of it must therefore be deferred to a later volume, 
where it will be taken in connection with commercial and industrial 
fluctuations, and with combinations of producers and of merchants, 
of employers and employed. 

De^ition g 2 . When demand and supply are spoken of in relation to one 
maricet. another, it is of course necessary that the markets to which they refer 
should be the same. As Cournot says, “ Economists understand 
by the term Market, not any particular market place in which things 
are bought and sold, but the whole of any region in which buyers 
and sellers are in such free intercourse with one another that the 
prices of the same goods tend to equality easily and quickly.” ^ 
Or again as Jevons says : — Originally a market was a public 
place in a town where provisions and other objects were exposed for 
sale ; but the word has been generalized, so as to mean any body of 
persons w'ho arc in intimate business relations and carry on extensive 
transactions in any commodity. A great city may contain as many 
markets as there are important branches of trade, and these markets 
may or may not be localized. The central point of a market is the 
public exchange, mart or auction rooms, where the traders agree to 
meet and transact business. In London the Stock Market, the Corn 
Market, the Coal Market, the Sugar Market, and many others are dis- 
tinctly localized ; in Manchester the Cotton Market, the Cotton Waste 
Market, and others. But this distinction of locality is not necessary. 
The traders may be spread over a whole town, or region of country, 
and j'et make a market, if they are, by moans of fairs, meetings, pub- 
lished price lists, the post-office or otherwise, in close communica- 
tion with each other.” * 

Thus the more nearly perfect a market is, the stronger is the 
tendency for the same price to be paid for the same thing at the same 

‘ liecherckes aur lea Prineipea MalfUrtwiiquea de la Thiorie dea Rii^aseat ch. iv. 
Seo also above HI. iv. 7. 

* Theory of l*olUical Economy, ch. iv. 
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time in all parts of the market : but of course if the market is large, v. i, j. 
allowance must be made for the expense of delivering the goods to — 
diiferent purchasers; each of whom must be supposed to pay in 
addition to the market price a special cLarge on account of delivery.^ 

§ 3, In applying economic reasonings in practice it is often diffi- BoimdaricE 
cult to ascertain how far the movements of supjdy and demand in nLXt 
any one place are influenced by those in another. It is clear that 
the general tendency of the telegraph, the printing-press and steam 
traffic is to extend the area over which such influences act and to 
increase their force. The whole AVc.stern World may, in a sense, be instoncea 
regarded as one market for many kinds of stock exchange securities, 
for the more valuable metals, and to a less extent for wool and cotton marketa. 
and even wheat; proper allowance being made for expenses of 
transport, in which may be included taxes levied liy any customs 
houses through which the goods have to pass. For in all these cases 
the expenses of transport, including customs duties, are not sufficient 
to prevent buyers from all parts of the AVestern World from competing 
with one another for the same supphes. 

There are many special causes which may widen or nanew the General 
market of any particular commodity ; but nearly all those things 
for which there is a very wide market are in universal demand, and “Seot ‘ke 
capable of being easily and exactly described. Thus for instance of tho 
cotton, wheat, and iron sati.sfy wants that are urgent and nearly 
universal. They can be easily described, so that they can be bought Smtahiiit} 
and sold by persons at a distance from one another and at a di.stancc 
also from the commodities. If necessary, samph's can be taken of s“™nkng. 
them which are truly representative : and they can even bo 
“graded,” as is the actual practice with regard to grain in America, by 
an independent authority ; so that the purchaser may be secure that 
what he buys will come up to a given standard, though he has never 
seen a sample of the goods which he is buying and perhaps would 
not be able himself to form an opinion on it if he did.- 

Commodities for which there a is a very wide market nuLst also Porta- 
bc such as will bear a long carriage : they must be somewhat durable, 
and their value must be considerable in proportion to their bulk. 


* Tima it is common to sc*o the pricca of bulky pooils quoteil as (Iclivcrod “free 
on board ’* (f, o. b.) any \'ossol in a eortoin port, carU puivliasir having to make his 
own reckoning for bringing the goods homo. 

* TIuis tlio managers of a public or private “clovalor,” rocoivo grain from a 
farmer, divide it into dilTorent grades, and return lo him certificates for as many 
bushels of each grotle as ho hastlelivereil. His grain is tiicn mixed with those of otlier 
farmers; his certificates arc likely to dienge hands several inues before tlioy roach a 
purchaser who demands that tho gram shall bo actually dclKcred to him; and little 
or none of what that purcliasor receives may have come from tho farm of Uio original 
recipient of tho certiUcato. 
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V. 1, 4. A thing which is so bulky that its price is necessarily raised very 
much when it is sold far away from the place in which it is produced, 
must as a rule have a narrow market. The market for common 
bricks for instance is practically confined to the near neighbourhood 
of the kilns in which they are made : they can scarcely ever bear a 
long carriage by land to a district which has any kilns of its own. 
But bricks of certain exceptional kinds have markets extending 
over a great part of England. 

The § 4. Let us then consider more closely the markets for things 

of high™* "'Jiich satisfy in an exceptional way these conditions of being in 
organized general demand, cognizable and portable. They are, as we have 
said, stock exchange securities and the more valuable metals, 
illustrated Any One share or bond of a public company, or any bond of a 
ence'to'^ govemmont is of exactly the same value as any other of the same 
stock issue ; it can make no difference to any purchaser which of the 
exchonges. Securities, principally those of comparatively 

small mining, shipping, and other companies, require local know- 
ledge, and are not very easily dealt in except on the stock exchanges 
of provincial towns in their immediate neighbourhood. But the 
whole of England is one market for the shares and bonds of a large 
English railway. In ordinary times a dealer will sell, say, ^lidland 
Railway shares, even if he has not them himself ; because he knows 
they are always coming into the market, and he is sure to bo able to 
buy them. 

But the strongest case of all is that of securities which are called 
“ international,” because they are in request in every part of the 
globe. They are the bonds of the chief governments, and of very 
large public companies such as those of the Suez Canal and the New 
York Central Railway. For bonds of this class the telegraph keeps 
prices at almost exactly the same level in all the stock exchanges of 
the world. If the price of one of them rises in New York or in Paris, 
in London or in Berlin, the more news of the rise tends to cause a 
rise in other markets; and if for any reason the rise is delayed, that 
particular class of bonds is likely soon to be offered for sale in the high 
priced market under telegrajdiic orders from the other markets, 
while dealers in the first market will be making telegraphic purchases 
in other markets. These sales on the one hand, and purchases on 
the other, strengthen the tendency which the price has to seek the 
same level everywhere; and unless some of the markets are in an 
abnormal condition, the tendency soon becomes irresistible. 

On the stock exchange also a dealer can generally make sure of 
selling at nearly the same price as that at which he buys ; and he is 
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often willing to buy first class stocks at a half, or a quarter, or an V, i, 6. 
eighth, or in some cases even a sixteenth per cent, less than he offers 
in the same breath to sell them at. If there are two securities 
equally good, but one of them belongs to a large issue of bonds, and 
the other to a small issue by the same government, so that the first is 
constantly coming on the market, and the latter but seldom, then 
the dealers will on this account alone require a larger margin between 
their selling price and their buying price in the latter case than in the 
former.^ This illustrates well the great law, that the larger the 
market for a commodity the smaller generally are the fluctuations 
in its price, and the lower is the percentage on the turnover which 
dealers charge for doing business in it. 

Stock exchanges then are the pattern on which markets ha%'e The world 
been, and are being formed for dealing in many kinds of produce 
which can be easily and exactly described, are portable and in general prceiowa 
demand. The material commodities however which possess these 
qualities in the highest degree are gold and silver. For that very 
reason they have been chosen by common consent for use as money, 
to represent the value of other things : the world market for them is 
most highly organized, and will be foimd to offer many subtle 
illustrations of the actions of the laws which are we now discussing. 

§ 5. At the opposite extremity to international stock exchange 
securities and the more valuable metals are, firstly, things which 
must be made to order to suit particular individuals, such as well- 
fitting clothes ; and, secondly, perishable and bulky goods, such as 
fresh vegetables, which can seldom be ])rofitablv carried long dis- 
tances. The first can scarcely be said to have a ■wholesale market Putting 
at all ; the conditions by -which their price is determined arc those of ““jj® 
retail buying and selhng, and the study of them may be postponed.^ ^ 

There are indeed wholesale markets for the second class, but C pustj lo 
they are confined within narrow boundaries ; we may find our typical 
instance in the sale of the commoner kinds of vegetables in a country suema 

' ]n the east* of aliunM of ^(M•y smnll and littU* known compiiiiios, tljo dilTcronco 
between tlie ])ni'e at wliicli n detder is to buy und tliat at which he wiW sell 

may ciinount to fi'om (ivo per eont. or inoie of the scllin:; value. ]f ho buys, ho 
may hnvo to carry this M'cunty a Ioiih tune before he meet.s with any ono who comes 
to take it from him, and. ineunwhilu it may fall in value : while if lie iiiulorlakoB 
to deliver a security which ho has not himself ^ot nud wdtich dot's nol come on tlio 
market every day, he may be unable to complcto bis contract without much trouble 
and expense. 

* A man may not trouble himself much about small retail jnirehascs : he may 
give half-a-crow‘n for a packet of paper in one shop which ho could have pot for two 
shillings in another. But it is otherwise with wholesale jiriccs. A mnnufaeturor 
cannot sell a ream of paper for six eliillinpa wliilo his neighbour is selling it at live. 

For tliobo wdiosu business it is to deal in paper know almost exaeliy the lowest price 
at which it ran bo boiiphf, and will not pay more tlian this. The manufacturer has 
to sell at about the market price, that is at about the price at which other manu- 
facturers arc soiling at llio same time. 
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V, 1, 6. town. The market-gardeners in the neighbourhood have probably 
to to to arrange for the sale of their vegetables to the townspeople with 
confined^ but little external interference on either side. There may be some 
check to extreme prices by the power on the one side of selling, and 
on the other of buying elsewhere ; but under ordinary circumstances 
the check is inoperative, and it may happen that the dealers in such 
a case are able to combine, and thus fix an artificial monopoly 
price ; that is, a price determined with little direct reference to cost 
of production, but chiefly by a consideration of what the market 
will bear. 

though On the other hand, it may happen that some of the market- 
is subject gardeners are almost equally near a second country totvn, and send 
influence? Vegetables now to one and now to the other ; and some people 
from great who Occasionally buy in the first town may have equally good access 
distances. second. The least Variation in price will lead them to prefer 

the better market; and thus make the bargainings in the two 
towns to some extent mutually dependent. It may happen that 
this second town is in close communication with London or some 
other central market, so that its prices arc controlled by the prices 
in the central market; and in that case prices in our first town also 
must move to a considerable extent in harmony with them. As 
nows passes from mouth to mouth till a rumour spreads far away 
from its forgotten sources, so even the most secluded market is 
liable to be influenced by changes of which those in the market have 
no direct cognizance, changes that have had their origin far away 
and have spread gradually from market to market. 

Thus at the one extreme arc world markets in which com- 


petition acts directly from all parts of the globe ; and at the other 
those secluded markets in which all direct competition from afar is 
shut out, though indirect and transmitted competition may make 
itself felt even in these ; and about midway between these extremes 
lie the gi'cat majority of the markets which the economist and the 
business man have to study. 

i.imita- § markets vary with regard to the period of time 

ma'L't allowed to the forces of demand and supply to bring them- 

with selves into equilibrium with one another, as well as with regard to 
which they extend. And this element of Time 
affect tiio requires more careful attention just now than does that of Space, 
the causes For the nature of the equilibrium itself, and that of the causes by 
wc'have ^'F'oh it is determined, depend on the length of the period over 
to toko which the market is taken to extend. We shall find that if the 

account, jg gjjQrt, the supply is limited to the stores which happen to be 
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at hand: if tlie period is longer, the supply will be influenced, v, i, a. 
more or less, by the cost of produuiug the commodity in question ; 
and if the period is very long, this cost will in its turn be influenced, 
more or less, by the cost of producing the labour and the material 
things required for producing the commodity. These three classes 
of course merge into one another by imperceptible degrees. We 
will begin with the first class; and consider in the next chapter 
those temporary equilibria of demand and supply, in which “ supply ” 
means in effect merely the stock available at the time for sale in the 
market; so that it cannot be directly influenced by the cost of 
production. 



CHAPTER II 

TEMPORARY EQUILIBRIUM OE DEMAND AND SUPPLY 

V. n, 1 . § 1. The simplest case of balance or equilibrium between 

A^ie ® person satisfies one of bis wants 

instoca of bjr bis Own direct work. When a boy picks blackberries for bis 
briiim own eating, tbe action of picking is probably itself pleasurable for a 
dSe Md longer tbe pleasure of eating is more than 

effort. enough to repay tbe trouble of picking. But after be bas eaten a 
good deal, tbe desire for more diminisbes ; while the task of picking 
begins to cause weariness, which may indeed be a feeling of mono- 
tony rather than of fatigue. Equilibrium is reached when at last 
his eagerness to play and his disinclination for the work of picking 
counterbalance the desire for eating. The satisfaction which he 
can get from picking fruit has arrived at its maximum : for up to 
that time every fresh picking has added more to his pleasure than it 
has taken away ; and after that time any further picking would take 
away from his pleasure more than it would add.^ 

In ft casual In a casual bargain that one person makes with another, as for 
therfis ^stauce when two backwoodsmen barter a rifle for a canoe, there is 
generally seldom anything that can properly be called an equilibrium of supply 
equiii.* and demand : there is probably a margin of satisfaction on either 
brium. i'qj. probably the one would be willing to give something 

besides the rifle for the canoe, if he could not get the canoe otherwise ; 
while the other would in case of necessity give something besides the 
canoe for the rifle. 

The case of It is indeed possible that a tnie equilibrium may be arrived at 
under a system of barter; but barter, though earlier in history 
may be than buying and selling, is in some ways more intricate ; and the 
simplest cases of a true equilibrium value are found in the markets 
of a more advanced state of civilization. 

Market Wc may put aside as of little practical importance a class 
oTraro'^'*° of dealings which has been much discussed. They relate to pic- 
things, tures by old masters, rare coins and other things, which cannot be 
“ graded ” at all. The price at which each is sold, will depend much 
on whether any rich persons with a fancy for it happen to be present 

' See IV. I. 2, and Note XII, in the Mathematical Appondix, 



MARKET DAY IN A LOCAL CORN-EXCHANGE 


277 


at its sale. If not, it will probably be bought by dealers who v, n, 2 . 
reckon on being able to sell it at a profit; and the variations in the 
price for which the same picture sells at successive auctions, great 
as they are, would be greater still if it were not for the steadying 
influence of professional purchsisers. 

§ 2. Let us then turn to the ordinary dealings of modern life ; iiiuitra. 
and take an illustration from a corn-miirkct in a country town, and 
let us assume for the sake of simplicity that all the corn in the market com- 
is of the ssime quality. The amount which each farmer or other of a truo 
seller offers for sale at any price is governed by his own need for 
money in hand, and by his calculation of the pre.scnt and future equi- 
conditions of the market with which he is connected. There are 
some prices which no seller would accept, some which no one would 
refuse. There are other intermediate prices which would be 
accepted for larger or smaller amounts by many or all of the sellers. 
Everyone will try to guess the state of the market and to govern his 
actions accordingly. Let us suppose that in fact there arc not 
more than 600 quarters, the holders of which are willing to accept 
as low a price as 35s. ; but that holders of another hundred would be 
tempted by 36s. ; and holders of yet another three hundred by 37s. 

Let us suppose also that a price of 37s. would tempt buyers for only 
600 quarters; while another hundred could be sold at 36s., and 
yet another two hundred at 35s. These facts may be put out in a 
table thus : — 


At tlio prifc. 
37s. 

36?. 

33 ^. 


ilol'lors will bo 
to soli. 
1000 qwarteis 
700 
Goo 


Buyers will bo 
willing lo buy. 
COO qiiiirtiTS 
700 M 
000 


Of course some of those who arc really willing to take 36s. 
rather than leave the market without selling, will not show at once 
that they are ready to accept that price. And in like manner 
buyers will fence, and pretend to be less eager than they really are. 
So the price may bo tossed hither and thither like a shuttlecock, as 
one side or the other gets the better in the “ higgling and bargain- 
ing ” of the market. But unle.ss they are unequally matched; 
imless, for instance, one side is very simple or unfortunate in failing 
to gauge the strength of the other side, the price is likely to be never 
very far from 36s. ; and it is nearly sure to be pretty close to 36s. 
at the end of the market. For if a holder thinks that the buyers 
will really be able to get at 36s. all that they care to take at that 
price, he will be unwilling to let slip past him any offer that is well 
above that price. 
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V, n, 3. Buyers on their part will make similar calculations ; and if at 
any time the price should rise considerably above 36s. they will 
argue that the supply will be much greater than the demand at that 
price : therefore even those of them who would rather pay that price 
than go unserved, wait ; and by waiting they help to bring the price 
down. On the other hand, when the price is much below 36s., even 
those sellers who would rather take the price than leave the market 
with their corn unsold, will argue that at that price the demand will 
be in excess of the supply : so they will wait, and by waiting help 
to bring the price up. 

The price of 36s. has thus some claim to be called the true 
equilibrium price i because if it were fixed on at the beginning, and 
adhered to throughout, it would exactly equate demand and supply 
{i.e. the amount which buyers were willing to purchase at that price 
would be just equal to that for which sellers were willing to take that 
price) ; and because every dealer who has a perfect knowledge of the 
circumstances of the market expects that price to be established. 
If he sees the price differing much from 36s. he expects that a change 
will come before long, and by anticipating it he helps it to come 
quickly. 

It is not indeed necessary for our argument that any dealers 
should have a thorough knowledge of the circumstances of the 
market. Many of the buyers may perhaps underrate the willingness 
of the sellers to sell, with the effect that for some time the price 
rules at the highest level at which any buyers can be found ; and 
thus 500 quarters may be sold before the price sinks below 37s. 
But afterwards the price must begin to fall and the result will still 
probably be that 200 more quarters will be sold, and the market will 
close on a price of about 36s. For rvhen 700 quarters have been sold, 
no seller will be anxious to dispose of any more except at a higher 
price than 36s., and no buyer will be anxious to purchase any more 
except at a lower price than 36s. In the same way if the sellers had 
underrated the willingness of the buyers to pay a high price, some 
of them might begin to sell at the lowest price they would take, 
rather than have their corn left on their hands, and in this case 
much corn might be sold at a price of 35s. ; but the market would 
probably close on a price of 36s. and a total sale of 700 quarters.^ 

§ 3. In this illustration there is a latent assumption which is in 
accordance with the actual conditions of most markets; but which 

' A simple form of tho mflupneo which opmioD exerts on the action of dealors, 
and therefore on market price, is indicated in this illustration : wo sliall be much 
occupied with more complex dcvclopmenU of it lalcr on. 
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ought to be distinctly recognized in order to prevent its creeping v, n, 3. 
into those cases in which it is not justifiable. We tacitly assumed — 
that the sum which purchasers were willing to pay, and which sellers '“tent as- ' 
were willing to take, for the seven hundredth quarter would not be tffti'o"’ 
affected by the question whether the earlier bargains had been 
made at a high or a low rate. We allowed for the diminution in to spend 
the buyers’ need of corn [its marginal utility to them] as the amount 
bought increased. But we did not allow for any appreciable change “nst'ant 
in their unwillingness to part with money [its marginal utility] ; outr*^ 
we assumed that that would be practically the same whether the 
early payments had been at a high or a low rate. 

This assumption is justifiable with regard to most of the market is gener- 
dealings with which we are practically concerned. When a person 
buys anything for his own consumption, he generally spends on it oom- 
a small part of his total resources; while when he buys it for the * 
purposes of trade, he looks to re-selling it, and therefore his potential 
resources are not diminished. In either case there is no appreciable 
change in his willingness to part with money. There may indeed be 
individuals of whom this is not true ; but there are sure to be present 
some dealers with large stocks of money at their command ; and their 
influence steadies the market.^ 

The exceptions are rare and unimportant in markets for com- tut in a 
modifies ; but in markets for labour they arc frequent and important, market the 
When a workman is in fear of hunger, his need of money [its marginal 
utility to him] is very great ; and, if at stai'ting, he gets the worst of important, 
the bargaining, and is employed at low wages, it remains great, and 
he may go on selling his labour at a low rate. That is all the more 
probable because, while the advantage in bargaining is likely 

^ For instance n buyer is sometimes stroitened for want of ready money, and 
has to let ofiors pass by him in no way inb'rior lo others which lie hns gladly accepted ; 
his own funds beinw exhausted, he could not perhaps borrow except on terms that 
would take away all tlie iirafib that the bargains had at first sitfht offered. But if 
the bargain is really u good one, some one else, who is not so straitened, is nearly sure 
to get hold of it. 

Again, it is possihle timt several of those who had been counted as ready to sell 
com at a price of 3G«. were willing to sell only hceause tliey were in urgent need of a 
certain amount of I'cady money ; if tlicy succeeded in selling some corn at a high })ricc, 
thcro might bo a perccpLiblu Uliuinntion in tho murtrinal utility of ready money to 
them ; and therefore they might refuse to scU for 30#. a quarter all tho com which 
thoy would have sold if the prico had been 36v. throughout. In this uaso tho sellers 
in consoqiience of getting an advantage in bargaining at tho beginning of the market 
might retain to t)jo end a price higber then Mr equiUbriiim iirieo. Tho price at whicli 
tho market closed would bo an equilibrium prico ; and though not properly described 
as ifie equilibrium price, it would bo verj’ unlikely lo diverge widely from that price. 

Conversely, if tho market had opened mticli to tho disadvantage of tho sellers 
end they had sold some corn very chca]), so lliatthcy i-cmainod in great want of ready 
money, the final utility of monoy to them might have remained so high that thoy would 
have gone on selling considerably below 36#. until tho buyers had boon supplied witli oil 
that thoy cared to tukc. Tho market would then closo without tho true equilibrium 
price having ovor been reached, but a very near opproach would hovo boon made to it. 
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V, n, 3. to be pretty well distributed between the two sides of a market for 
commodities, it is more often on the side of the buyers than on that 
of the sellers in a market for labour. Another difference between a 
labour market and a market for commodities arises from the fact 
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that each seller of labour has only one unit of labour to dispose of. 
These are two among many facts, in which we shall find, as we go on, 
the explanation of much of that instinctive objection which the 
working classes have felt to the habit of some economists, particu- 
larly those of the employer class, of treating labour simply as a 
commodity and regarding the labour market as like every other 
market; whereas in fact the differences between the two cases, 
though not fundamental from the point of view of theory, arc yet 
clearly marked, and in practice often very important. 

The theory of buying and selling becomes therefore much 
more complex when we take account of the dependence of marginal 
utility on amount in the case of money as well as of the commodity 
itself. The practical importance of this consideration is not very 
great. But a contrast is drawn in Appendix F between barter and 
dealings in which one side of each exchange is in the form of general 
purchasing power. In barter a person’s stock of either commodity 
exchanged needs to be adjiLsted closely to his individual wants. 
If his stock is too large he may have no good use for it. If his 
stock is too small he may have some difficulty in finding any one who 
can conveniently give him what he wants and is also in need of the 
particular things of which he hinnself has a superfluity. But any 
one who has a stock of general purchasing power, can obtain any 
thing ho wants as soon as he meets with any one \vho has a super- 
fluity of thiit thing : he needs not to hunt about till he comes across 


“ the double coincidence ” of a person who can spare what he wants, 
and also wants what he can spare. Consequently every one, and 
especially a professional dealer, can afford to keep command over a 
large stock of money; and can therefore make considerable pur- 
chases without depleting his stock of money or greatly altering its 
marginal value. 



CHAPTER in 

EQUILIBRIUM OF NORMAL DEMAND AND SUPPLY 

§ 1. We have next to inquire what causes govern supply prices, y, m. i. 
that is prices which dealers are willing to accept for different amounts. Transition 
In the last chapter we looked at the affairs of only a single day; 
and supposed the stocks offered for sale to be already in existence. 

But of course these stocks are dependent on the amount of wheat 
sown in the preceding year; and that, in its turn, was largely 
influenced by the farmers’ guesses as to the price which they would 
get for it in this year. This is the point at which we have to work 
in the present chapter. 

Even in the corn-exchange of a country town on a market-day Nearly all 
the equilibrium price is affected by calculations of the future 
relations of production and consumption; while in the leading corn- ties that 
markets of America and Europe dealings for future delivery already very 
predominate and are rapidly weaving into one web all the leading p"’®'”*'’’®' 
threads of trade in corn throughout the whole world. Some of affected 
the.se dealings in “ futures ” are but incidents in speculative iStions of 
manoeuvres ; but in the main they arc governed by calculations of 
the world’s consumption on the one hand, and of the existing stocks 
and coming harvests in the Northern and Southern hemispheres on 
the other. Dealers take account of the areas sown with each kind 
of grain, of the forwardness and weight of the crops, of the supply of 
things which can be used as substitutes for grain, and of the things 
for which grain can be used as a substitute. Thus, when buying or 
selling barley, they take account of the supplies of such things as 
sugar, which can be u.sed as substitutes for it in brewing, and again 
of all the various feeding stuffs, a scarcity of which might raise the 
value of barley for consumption on the farm. If it is thought that 
the growers of any kind of grain in any part of the world have been 
losing money, and are likely to sow a less area for a future harvest ; it 
is argued that prices are likely to rise as soon as that harvest comes 
into sight, and its shortness is manifest to all. Anticipations of that 
rise exercise an influence on present sales for future delivery, and that 
in its turn influences cash prices ; so that these prices are indirectly 
affected by estimates of the expenses of producing further supplies. 
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But in this and the following chapters we are specially con- 
cerned with movements of prices ranging over still longer periods 
than those for which the most far-sighted dealers in futures generally 
make their reckoning : we have to consider the volume of production 
adjusting itself to the conditions of the market, and the normal price 
being thus determined at the position of stable equilibrium of normal 
demand and normal supply. 

§ 2. In this discussion we shall have to make frequent use of the 
terms cost and expenses of production ; and some provisional account 
of them must he given before proceeding further. 

IVe may revert to the analogy between the supply price and the 
demand price of a commodity. Assuming for the moment that the 
efficiency of production depends solely upon the exertions of the 
workers, we saw that “ the price required to call forth the exertion 
necessary for producing any given amount of a commodity may he 
called the supply price for that amount, with reference of course to 
a given unit of time.” ^ But now we have to take account of the 
fact that the production of a commodity generally requires many 
different kinds of lalmt and the use of capital in many forms. 
The exertions of all the different kinds of labour that arc directly or 
indirectly involved in making it; together with the ah.stinences or 
rather the waitings required for saving the capital used in making it : 
all these efforts and sacrifices together will be called the real cost of 
production of the commodity. • The sums of money that have to be 
paid for these efforts and sacrifices will be called either its money 
cost of production, or, for shortness, its expenses of production; they 
are the prices which have to be paid in order to call forth an adequate 
supply of the efforts and waitings that are required for making it ; 
or, in other words, they are its supply price.* 

The analysis of the expenses of production of a commodity 


» IV. I. 2. 

* ilill and some other economists have followed tho practioo of ordinary life in 
nsinp the term Cost of production in two acnscs, soractiinoH to signify tho dilliculty 
of producing a thing, and samctiinoR to express tho outlay of money that has to 
be incurred in order to induce people to ovcrcomtj tliis dilViculty and produce il. 
But by passing from one use of the term to tho other without giving explicit warning, 
they have lc<l to many awl mucli barren eojitrovcrsy. 'Hie attack 

on Mill’s doctrine of Cost of BicHliiction in relation to Value, which is made in Cairncs’ 
Leading Principles, was published just after Mill's death ; and iiuforLunatcly his 
interpretation of Mill's woitis wiis generally accepted ns authoritative, because ho 
was regarded as a follower of Mill. But in an artifie hv tho present writer on “ Mill’s 
Theory of Value” {Porlnightlij lieriein, April 1870) it is argued tliat Cairncs Imd 
mistaken Mill’s moaning, and had really seen not more but less of tho truth than Mill 
had done. 

Tlio expenses of production of any amount of a raw commodity may best be 
estimated with reference to tho “margin of production” at wliich no rent is paid. 
But this mctliorl of speaking lias great diniciiltics witli regard to commodities that 
obey tho law of increasing return. It seemed best to note this point in passing : it 
will be fully discussed later on, chiefly in ch. xii. 
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might be carried backward to any length; but it is seldom worth v, m, 3. 
while to go back very far. It is for instance often sufficient to take 
the supply price of the different kinds of raw materials used in any 
manufacture as ultimate facts, without analysing these supply 
prices into the several elements of which they are composed; other- 
wise indeed the analysis would never end. We may then arrange 
the things that are required for making a commodity into whatever 
groups are convenient, and call them its faclors of production. Its Factors of 
expenses of production when any given amount of it is produced are 
thus the supply prices of the corresponding quantities of its factors 
of production. And the sum of these is the supply price of that 
amount of the commodity. 

§ 3. The typical modern market is often regarded as that in There 
which manufacturers sell goods to wholesale dealers at prices into vaSet^ 
which but few trading expenses enter. But taking a broader view, t>’.e 
we may consider that the supply price of a commodity is the price Import- 
at which it will be delivered for sale to that group of persons whose 
demand for it we arc considering; or, in other words, in the market ciemontB 
which we have in view. On the character of that market willproduL°* 
depend how many trading expenses have to be reckoned to make up 
the supply price.^ For instance, the supply price of wood in the 
neighbourhood of Canadian forests often consists almost exclusively 
of the price of the labour of lumber men : but the supply price of the 
same wood in the wholesale London market consists in a large 
measure of freights : while its supply price to a small retail buyer in 
an English country town is more than half made up of the charges 
of the railways and middlemen who have brought what he wants 
to his doors, and keep a stock of it ready for him. Again, the supply 
price of a certain kind of labour may for some purposes be divided 
up into the expenses of rearing, of general education and of special 
trade education. The possible combinations are numberless; 
and though each may h.ave incidents of its own which will require 
separate treatment in the complete solution of any problem con- 
nected with it, yet all such incidents may be ignored, so far as the 
general reasonings of this Book are concerned. 

In calculating the expenses of production of a commodity we 
must take account of the fact that changes in the amounts produced 
are likely, even when there is no new invention, to be accompanied 
by changes in the relative quantities of its several factors of pro- 

‘ We have already (II. ni.) noticed that the economic use of the term “pro- 
duction” includes the production of new utilities by moving a thing from a place 
in which it is loss wanted to a place in whieli it is more wanted, or by helping con- 
Burners to satisfy their needs. 
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V, m, 4. duction. For instance, when the scale of production increases, 
— horse or steam power is likely to be substituted for manual labour ; 
materials are likely to be brought from a greater distance and in 
greater quantities, thus increasing those expenses of production which 
correspond to the work of carriers, middlemen and traders of all kinds, 
jijj As far as the knowledge and business enterprise of the producers 

pnneipie rcach, they in each case choose those factors of production which 
sfi^n. are best for their purpose ; the sum of the supply prices of those 
factors which are used is, as a rule, less than the sum of the supply 
prices of any other set of factors which could be substituted for them ; 
and whenever it appears to the producers that this is not the case, 
they will, as a rule, set to work to substitute the less expensive 
method. And further on we shall see how in a somewhat similar 
way society substitutes one undertaker for another who is less 
efficient in proportion to his charges. We may call this, for con- 
venience of reference. The principle of sulslilution. 

The applications of this principle extend over almost every 
field of economic inquiry.^ 

Th« § position then is this ; we are investigating the equili- 

j)oaition brium of normal demand and normal supply in their most general 
wh”h form ; we are neglecting those features which are special to particular 

wo start, parts of economic science, and arc confining our attention to those 
broad relations which are common to nearly the whole of it. Thus 
Weassumo wc assumc that the forces of demand and supjdy have free play; 
free play there is no close combination among dealers on either side, 
demand but each acts for himself, and there is much free competition ; that 
STthe isj buyers generally compete freely with buyers, and sellers compete 
market, freely with sellers. But though everyone acts for himself, his 
knowledge of what others are doing is supposed to be generally 
sufficient to prevent him from taking a lower or paying a higher 
price than others are doing. This is assumed provisionally to be 
true both of finished goods and of their factors of production, of the 
hire of labour and of the borrowing of capital. Wc have already 
inquired to some extent, and we shall have to inquire further, how 
far the.se assumptions are in accordance with the actual facts of life. 
But meanwhile this is the supposition on which we proceed; wc 
assume that there is only one price in the market at one and the 
same time; it being understood that separate allowance is made, 
when necessary, for differences in the expense of delivering goods to 
dealers in different parts of the market ; including allowance for the 
special expenses of retailing, if it is a retail market. 


‘ Soe III. V. and IV. vii. 8. 
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In such a market there is a demand price for each amount of the v, m, 4. 
commodity, that is, a price at which each particular amount of the 
commodity can find purchasers in a day or week or year. The 
circumstances which govern this price for any given amount or the 
commodity vary in character from one problem to another; but in 
every case the more of a thing is offered for sale in a market the 
lower is the price at which it will find purchasers ; or in other words, 
the demand price for each bushel or yard diminishes with every 
increase in the amount offered. 

The unit of time may be chosen according to the circumstances 
of each particular problem : it may be a day, a month, a year, or 
even a generation : but in every case it must be short relatively to 
the period of the market under discussion. It is to be assumed that 
the general circumstances of the market remain unchanged through- 
out this period ; that there is, for instance, no change in fashion or 
taste, no new substitute which might affect the demand, no new 
invention to disturb the supply. 

The conditions of normal supply are less definite ; and a full study The 
of them must be reserved for later chapters. They will be found to vary o?^pp““ 
iu detail with the length of the period of time to which the investigation 
refers ; chiefly because both the material capital of machinery and length of 
other business plant, and the immaterial capital of business skill and 
ability and organization, are of slow growth and slow decay. refcrraco 

Let us call to mind the “ representative firm,” who.se economies 
of production, internal and external, arc dependent on the .aggregate pro- 
volume of production of the commodity that it makes ; ^ and, regnni ^ 
postponing all further study of the nature of this dependence, let us 
assume that the normal supply price of any araomit of that com- price ea 
modity may be taken to be its normal e.xpenses of production po^a®oa'of 
(including gross earnings of managements *) by that firm. That is, 
let us assume that this is the price the expectation of which will just including 
sufBce to maintain the existing aggregate amount of production ; ewninga 
some firms meanwhile rising and increasing their output, and others 
falling and diminishing theirs; but the aggregate production a repi-e. 
remaining unchanged. A price higher than this would increase the 
growth of the rising firms, and slacken, though it might not arrest, 
the decay of the falling firms; with the net result of an increase in 
the aggregate production. On the other hand, a price lower than 
this would hasten the decay of the falling firms, and slacken the 
growth of the rising firms ; and on the whole diminish production : 
and a rise or fall of price would affect in like manner though perhaps 

' See lY. xiii. 2. ® See last paragraph of IV. Xii. 
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V, m, 5. not in an equal degree tliMe great joint-stock companies which often 
stagnate, but seldom die. 

The con. § 5. To give defiuiteness to our ideas let us take an illustration 
S'rte Ust woollen trade. Let us suppose that a person well acquain- 

ot prices ted with the woollen trade seta himself to inquire what would be the 
a'tMng*' normal supply price of a certain number of millions of yards annually 
BuppUed- ® particular kind of cloth. He would have to reckon (i) the price 
or its ’ of the wool, coal, and other materials which would be used up in 
mh^ie. making it, (ii) wear-and-tear and depreciation of the building.s, 
machinery and other fixed capital, (iii) interest and insurance on all 
the capital, (iv) the wages of those who work in the factories, and (v) 
the gross earnings of management (including insurance against loss), 
of those who undertake the risks, who engineer and superintend the 
working. He would of course estimate the supply prices of all 
these different factors of production of the cloth with reference to 
the amounts of each of them that would he wanted, and on the 
supposition that the conditions of supply would be normal ; and he 
would add them all together to find the supply price of the cloth. 

Let us suppose a list of supply prices (or a supply schedule) 
made on a simikr plan to that of our list of demand prices : ^ ibc 
supply price of each amount of the commodity in a year, or any 
other unit of time, being written against that amount.* As the 
I See III. in. 4. 

* Mca8un^^^ m in tho cabo of the demand curve, 
amounts of tlic commodity aloiiff Ox end prices 
parallel to Oy, wo pet for each point M aJonp 0.v alino 
j\JP drawn at right angles to it measuring the supply 
price for tho amount OM, the extremity of which, I*, 
may bo called a supply poviti this pneo MP being 
mode up of the 8u])ply prices of the several factors 
of production for tho amount OM. Tho locus of P 
may be ealled tho curve. 

Suppose, for instance, that we clossify the expenses 
of production of our representative firm, when an 
amount OM of cloth is lx‘ing produced under tlie 

heads of (i) Mp^, the supply price of tho wool nnd . „ 

other circulating capital which would Ijo consumed *i “ 
in making it, (ii) p^pn tho corresponding wenr'and- 

tear and depreciation on buildings, machinery und q — ^ 

other fixed capital; fni) the interest nnd insur- 
ance on all the capital, (iv) p^p^ tho wages of those who work in the la« (ory, and i\ ) 
P 4 P the gross earnings of management, etc. of those who undertake the risks iinddiiei t 
the work. Thus as M moves from 0 towards tho right pi, m ill each truce out a 

curve, and the ultimate supply curve traced out by P will ho thus shown as obtained liy 
superimposing the supply curves for tho several factors of production of tho cloth. 

It must be remembered that these supply prices nro the prices not of units of 
the several factors but of these amounts of tlie several factors which aro required 
for producing a yard of cloth. Tlius, for instance, is tho supply price not 
of any fixed amount of labour but of that amount of labour which is employwl to 
maldng a yard whore thero is an ^rgregato production of OM yaixls. (See above, 
§ 3.) We need not trouble ourselves to consider just hero wliothcr tho grouml-rent 
of the factory must be put into a class by itself ; this belongs to a group of questions 
which will be discussed later. We are taking no notice of rotes and taxes, for which 
he would of course have to make his account. 
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flow, or (annual) amount of the commodity increases, the supply v, m, o. 
price may either increase or diminish; or it may even alternately 
increase and diminish.^ For if nature is offering a sturdy resistance 
to man’s efforts to wring from her a larger supply of raw material, 
while at that partieular stage there is no great room for introducing 
important new economies into the manufacture, the supply price will 
rise ; but if the volume of production were greater, it would perhaps 
be profitable to substitute largely machine work for hand work and 
steam power for muscular force ; and the increase in the volume of 
production would have diminished the expenses of production of 
the commodity of our repre,scntative firm. Hut those cases in which 
the supply juice falls as the amoimt increases involve special 
difficulties of their own; and they arc postponed to chapter xii of 
this Book. 

§ 6. AVhen therefore the amount produced (in a unit of time) is what is 
such that the demand price is greater than the supply price, then 
sellers receive more than is sufficient to make it worth their while tiium. 
to bring goods to market to that amoimt ; and there is at work an 
active force tending to increase the amount brought forward for 
sale. On the other hand, when the amount produced is such that 
the demand price is less than the supply price, sellers receive less 
than is sufficient to make it worth their while to bring goods to 
market on that scale; so that those who were just on the margin 
of doubt as to whether to go on producing arc decided not to do so, 
and there is an active force at work tending to diminish the amoimt 
brought forward for sale. When the demand price is equal to the 
supply price, the amount produced has no tendency cither to be 
increased or to be diminished ; it is in equilibrium. 

When demand and supply arc in equilibrium, the amount Equi- 
of the commodity which is being piroduced in a unit of time may be 
called the equilibrium-amount, and the price at which it is being sold 
may be called the equilibrium-price. price. 

Such an equilibrium is stable ; that is. the price, if displaced utabu 
a little from it, will tend to return, as a ])eudulum oscillates about its 
lowest point ; and it will be found to be a charactej'istic of stable tho 
equilibria that in them the demand price is greater than the supply 
price for amounts just less than the equilibrium .amount, and vice wWoh they 
versa. For when the demand price is greater than the supply price, 
the amount produced tends to increase. Tliereforc, if the demand 

' Tliot ia, a point moving along llio supply curvi* towards tho right may either 
rise or fall, or even it may altcnmtely rise and foil; iu otlier words, tho supply 
curve may be inclined positively or negatively, or even at some parts of its epurao 
it may bo inclined positively and at others negatively, (^>eo p, is I, ii.^) 
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V, in, 6. price is greater than the supply price for amounts just less than 
■ an equilibrium amount; then, if the scale of production is tem- 
porarily diminished somewhat below that equilibrium amount, it 
will tend to return ; thus the equilibrium is stable for displacements 
in that direction. If the demand price is greater than the supply 
price for amounts just less than the equilibrium amount, it is sure 
to be less than the supply price for amounts just greater : and 
therefore, if the scale of production is somewhat increased beyond 
the equilibrium position, it will tend to return; and the equilibrium 
will be stable for displacements in that direction also. 

Osciiia- AVhen demand and supply are in stable equilibrium, if any 
ab™t accident should move the scale of production from its equilibrium 
s position position, there will be instantly brought into play forces tending to 
push it back to that position ; just as, if a stone hanging by a string 
brium jg displaced from its equilibrium position, the force of gravity will at 
once tend to bring it back to its equilibrium position. The move- 
ments of the scale of production about its position of equilibrium 
will be of a somewhat similar kind.^ 

are seldom But in real life such oscillations are seldom as rhythmical as 
mioJ.’ tli°se of a stone hanging freely from a string; the comparison 
would be more e.xact if the string were supposed to hang in the 
troubled waters of a mill-race, whose stream was at one time allowed 
to flow freely, and at another partially cut off. Nor are these 
complexities sufficient to illustrate all the disturbances with which 
the economist and the merchant alike are forced to concern them- 
selves. If the person holding the string swings his hand with move- 
ments partly rhythmical and partly arbitrary, the illustration will 
not outrun the difficulties of some very real and practical problems 
of value. For indeed the demand and supply schedules do not 


* Compare V. 1 . 1. To reprosent tJic equilibrium of tlcmnnd and jiiipplv ffcomotric- 
ally wo may draw tlic demand and eiqqily ourveo togcllior uh in Fijr. jf). if tlu*a 
0/f represonts the rate* at wliich production ts bpinp artiially tairlod on, and /id llio 
demand price is creator titan 7?<r the supply jmeo, the i»rodiiclioii q _ 

is exceptionally profitable, and will bo ineroa'it'd. the ^1 \ 

indeXf as wo may call it, will move to tlie ncht. On the otlier 
hand, if Jid is leoa than lia, R will move to llio left. IF /fit is 
equal to Fs, that is, if F is vcTtieally under a point ol inter- 
section of tlio curves, demand and supply are in equilibrium. 

This may bo taken as the typical diagram for stable *M|ui- 
librium for a commodity that obeys tho law of diminishing 
n'turn. Dut if wo had made SS' a horizontal straight lino, we 
should have represented tho case of constant roturn," in whieli 
the supply price is tho samo for all amounts of tlio commodity. 

And if we made SS' inclined negatively, but less steejjly than ^ 

(tho noeoBsity for this condition will appear more fully Inter on), wc should liavo 
got a COSO of stable equilibrium for a commodity which obeys the law of increasing 
return. In either case the above reasoning remains unclianged without the alteration 
of a word or a letter ; but the last case introduces diiriculties wliich wo have arranged 
to postpone. 
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MEANING OF THE PHRASE “ IN THE LONG RUN 

in practice remain unchanged for a long time together, but are v, m, 7. 
constantly being changed; and every change in them alters the 
equilibrium amount and the equilibrium price, and thus gives new 
positions to the centres about which the amount and the price tend 
to oscillate. 

These considerations point to the great importance of the L0030 
element of time in relation to demand and supply, to tlie study of bchu™'*'' 
which w'c now proceed. We shall gradually discover a great many 
different limitations of the doctrine that the price at which a thing rpai'cost 
can be produced represents its real cost of production, that is, the 
efforts and sacrifices which have been directly devoted to its pro- 
duction. For, in an age of rapid change such as this, the equilibrium tiip 
of normal demand and supply docs not thus correspond to any dis- 
tinct relation of a certain aggregate of pleasures got from the con- aiuM- 
sumption of the commodity and an aggregate of efforts and sacrifices 
involved in producing it : the corre.spondence would not be exact, '“’‘a 
even if normal earnings and interest were exact measures of the 
efforts and sacrifices for which they arc the money payments. This 
is the real drift of that much quoted, and much-misunderstood 
doctrine of Adam Smith and other cconomi.sts that the normal, or 
■■ natural,” value of a commodity is that which economic forces 
tend to bring about in the long run. It is the average value which 
economic forces would In'ing aljoiit if the general conditions of life 
were stationary for a run of time long enough to enable them all to 
work out their full effect.' 

But we cannot foresee the future perfectly. The unexpected 
may happen ; and the existing tendencies may be modified before 
they ha^•e had time to accomplish what appears now to be their full 
and complete work. The fact that the general conditions of life 
arc not stationary is the source of many of the difficulties that are 
met with in applying economic doctrines to practical problems. 

Of coui.se Normal does not mean Competitive. Market prices 
and Normal ])riccs are alike brought about by a multitude of in- 
fluences, of which some rest on a moral basis and some on a physical ; 
of which some are competitive and some are not. It is to the 
persistence of the influences considered, and the time allowed for 
them to work out their effects that wc refer when contrasting Market 
and Normal price, and again when contrasting the narrower and the 
broader use of the term Normal pricc.^ 

§ 7. The remainder of the present volume rvill be chiefly occupied influences 
with interpreting and limiting this doctrine that the value of a thing °nd cost 

^ ^00 below V. V, 2 and. Ap^iendix H. 4. ^ See above pp. 28-30. 
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tends in the long run to correspond to its cost of production. In 
particular the notion of equilibrium, which has been treated rather 
slightly in this chapter, will be studied more carefully in chapters v. 
and XII. of this Book : and some account of the controversy whether 
“ cost of production ” or “ utility ” governs value will be given in 
Appendix I. But it may be well to say a word or two here on this 
last point. 

We might as reasonably dispute whether it is the upper or the 
imder blade of a pair of scissors that cuts a piece of paper, as whether 
value is governed by utility or cost of production. It is true that 
when one blade is held still, and the cutting is effected by moving 
the other, we may say with careless brevity that the cutting is done 
by the second ; but the statement is not strictly accurate, and is to be 
excused only so long as it claims to be merely a popular and not a 
strictly scientific account of what happens. 

In the same way, when a thing already made has to be sold, the 
price which people will be willing to pay for it will be governed by 
their desire to have it, together with the amount they can afford 
to spend on it. Their desire to have it depends partly on the chance 
that, if they do not buy it, they will bo al)le to got another thing like 
it at as low a price ; this depends on the causes that govern the 
supply of it, and this again uiwn cost of production. But it may so 
happen that the stock to be sold is practically fixed. This, for 
instance, is tlie case with a fish market, in which the value of fish 
for the day is governed almost exclusively by the stock on the 
slabs in relation to the demand : and if a person chooses to take the 
stock for granted, and say that the price is governed by demand, his 
brevity may perhaps be excused so long as he does not claim strict 
accuracy. So again it may be pardonable, but it is not strictly 
accurate to say that the varying prices which the same rare book 
fetches, when sold and resold at Christie’s auction room, arc governed 
exclusively by demand. 

Taking a case at the opposite extreme, we find some commodities 
which conform pretty closely to the law of constant return ; that is 
to say, their average cost of production will be very nearly the 
same whether they are produced in small quantities or in large. 
In such a case the normal level about which the market price fluc- 
tuates will be this definite and fixed (money) cost of production. 
If the demand happens to be great, the market price will rise for a 
time above the level ; but as a result production will increase and 
the market price will fall : and conversely, if the demand falls for a 
time below its ordinary level. 
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In such a case, if a person chooses to neglect market fluctuations, v, m, 7. 
and to take it fur granted that there will anyhow be enough demand — 
for the commodity to insure that some of it, more or less, will find 
purchasers at a price equal to this cost of production, then he may be 
excused for ignoring the influence of demand, and speaking of 
(normal) price as governed by cost of production — provided only he 
does not claim scientific accuracy for the wording of his doctrine, 
and explains the influence of demand in its right place. 

Thus we may conclude that, as a general rule, the shorter the 
period which we are considering, the greater must be the share of oui 
attention which is given to the influence of demand on value ; and 
the longer the period, the more important will be the influence of 
cost of production on value. For the influence of changes in eost of 
production takes as a rule a longer time to work itself out than does 
the influences of changes in demand. The actual value at any time, 
the market value as it is often called, is often mure influenced by 
passing events and by causes whose action is fitful and short lived, 
than by those which work persistently. But in long period.s these 
fitful and irregular causes in large measure efface one another’s 
influence ; so that in the long run persistent causes dominate value 
completely. Even the most persistent causes are however liable 
to change. For the whole .structure of production is modified, and 
the relative costs of production of different things are permanently 
altered, from one generation to another. 

'When con.sidcring costs from the point of view of the capitalist tiio 
employer, we of course measure them in money; because his direct 
concern with the efforts needed for the work of his employees lies conoenipd 
in the money payments he must make. Ilis concern with the real money 
costs of their effort and of the training required for it is only indirect, 
though a monetary assessment of his own labour is necessary for tion of 
some problems, as will be seen later on. But when considering vah,o 
co,sts from the social point of view, when inquiring whether the cost , 

^ , . . . , . ^ , . , . . , , . real costs. 

of attaining a given result is increasing or dimiiii.shing with changing 
economic conditions, then we are concerned with the real costs of 
efforts of various qualities, and with the real cost of waiting. If 
the purchasing power of money, in terms of effort has remained 
about constant, and if the rate of remuneration for waiting has 
remained about constant, then the money measure of costs corres- 
ponds to the real costs ; but such a correspondence is never to be 
assumed lightly. These considerations will generally suffice for the 
interpretation of the term Cost in what follows, even where no 
distinct indication is given in the context. 



CHAPTER IV 

THE INVESTMENT AND DISTRIBUTION OF RESOURCES 


y „ § 1. The first difficulty to be cleared up in our study of normal 

— values, is the nature of the motives which govern the investment of 
policy resources for a distant return. It will be well to begin by watching 
action of a person who neither buys what he wants nor sells 
fora w'hat he makes, but works on his own behalf; and who therefore 
balances the efforts and sacrifices which he makes on the one hand 
Siy° against the pleasures which he expects to derive from their fruit on 
secnintiie the Other, without the intervention of any money payments at all. 
man who take the ca.se of a man who builds a house for him- 

Ui^^tor materials, which nature supplies gratis; and 

hie own who makcs his implements as he goes, the labour of making them 
being counted as part of the labour of building the house. He 
would have to estimate the efforts required for building on any 
proposed plan; and to allow almost instinctively an amount 
increasing in gcomctriral proportion (a sort of compound interest) 
for the period that would elapse between each effort and the time 
when the house would be ready for his use. The utility of the house 
to him when finished would have to compensate him not only for the 
efforts, but for the waiting!?. ^ 

If the two motives, one deterring, the other impelling, seemed 
equally balanced, he would be on the margin of doubt. Probably 
the gain would much more than outweigh the “ real ” cost with 
regard to some part of the house. But as he turned over more and 
more ambitious plans, he would at last find the advantages of any 

‘ For lio minlit linvi- npplieU thoBO clforts, or cffoils equivalent to llioni, to jiro- 
ducinp immedinti' gratificttlions ; and if he dclihorotely eltoie tlio deferred (irutitiea- 
tione, it would ho bceu\iHe, even after aUuwiuj' fur the disadvantages of waiting, ho 
regarded them as outweighing tho earlier gratitications which be could havo sub- 
stituted for them. The motive foieo then tending to dolor him from building tho liouso 
would be bis ostimnto of tlio aggregate of these elforls, tho evil or discommodity of 
each being increased in geometrical proportion (a sort of compound interest) according 
to tlio corresponding interval of waiting. Tlio motive on tho oilier liand impelling 
him to build it, would be espoetation of tho satisfaction which he would have from tho 
bouse when completed ; and that again might bo resolved into tho aggregate of many 
satisfactions more or loss remote, and more or less certain, whieli ho expected to derive 
from its use. If he thought tliat this aggregate of discounted values of setisfartlona 
that it would afford him. would ho moro tiian a recomponso to him for all tho efforts 
and waitings wliicli ho had undergone, ho would decide to build. (See III. v. 3, IV. 
rii. 8 and Note xiii in tho Matliomatieal Appendix.) 
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further extension balanced by the efforts and waitings required for v, iv, 2 . 
making it ; and that extension of the building would he on the outer 
limit, or margin of profitableness of the investment of his capital. 

There would probably be several ways of building parts of the 
house; some parts for instance might almost equally well be built 
of wood or of rough stones : the investment of capital on each plan 
for each part of the accommodation would be compared with the 
advantages offered thereby, and each would bo pushed forward till 
the outer limit or margin of profitableness had been reached. 

Thus there would lie a great many margins of profitableness : one 
corresponding to each kind of plan on which each kind of accom- 
modation might be provided. 

§ 2. This illustration may serve to keep before us the way in Ttanaition 
which the efforts and sacrifices which are the real cost of production nsimmi 
of a thing, underlie the expenses which are its money cost. But, as 
has just been remarked, the modem business man commonly modem 
takes the payments which he has to make, whether for wages or raw ”X"of 
material, as he finds them ; without staying to inquire how far they business 
are an accurate measure of the efforts and sacrifices to which they prises, 
correspond. His expenditure is generally made piece-meal; and 
the longer he expects to wait for the fruit of any outlay, the richer 
must that fruit be in order to compensate him. The anticipated 
fruit may not be certain; and in that case he will have to allow for 
the risk of failure. After making that allowance, the fruit of the 
outlay mu.st be exjiccted to exceed the outlay itself by an amount 
which, indcpciulcntly of his own remuneration, increases at com- 
pound interest in proportion to the time of waiting.^ Under this 
head are to be entered the heavy expen.ses, direct and indirect, 
which every business must incur in building up its connection. 

For brevity wc may speak of any element of outlay (allowance Accumvia- 
being made for the remuneration of the undertaker himself) when jJast nnd 
increased by compound interest in this way, as accumulated ; just 
as we used the term dincounted to represent the present value of a future 
future gratification. Each element of outlay has then to be accu- 
mulatcd for the time which will elapse between its being incurred receipts, 
and its bearing fruit; and the aggregate of these accumulated 
elements is the total outlay involved in the enterprise. The 
balance between efforts and the satisfactions resulting from them 

‘ "Wc may, if wo clioo«5p, rcpnitl the price of the InisinoRS undertaker’s own work os 
part of tlio original outlay, and rcekon compound intcres.t on it together with tho 
rest. Ur wo may subblitute for compoiinil interest a sort of compound profit.” 

Tho tw^o courses aro not strictly eonvcrtihlc : and at a later stago wo shall find that 
in certain eases tlio first is to be preferred, and in olliors tho second. 
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V, IV, 2 . may be made up to any day that is found convenient. But what- 
— ever day is chosen, one simple rule must be followed : — ^Every 
element whether an effort or a satisfaction, which dates from 
a time anterior to that day, must have compound interest for 
the interval accumulated upon it : and every clement, which 
dates from a time posterior to that day, must have compound 
interest for the interval discounted from it. If the day be anterior 
to the beginning of the enterprise, then every element must be dis- 
counted. But if, as is usual in such cases, the day bo that when the 
efforts are finished, and the house is ready for use ; then the efforts 
must carry com])ound interest up to that day, and the satisfactions 
must all be discounted back to that day. 

Waiting is an clement of cost as truly as effort is, and it is 
entered in the cost when accumulated : it is therefore of course not 
counted separately. Similarly, on the converse side, whatever 
money or command over satisfaction “ comes in ” at any time is 
part of the income of that time : if the time is before the day for 
which accounts are balanced up, then it must be accumulated up 
to that day ; if after, it must be discounted back. If, instead of 
being converted to immediate enjoyment, it is used as a stored up 
source of future income, that later income must not be counted as an 
addilional return to the invc.stment.i 

If the enterprise wore, say, to dig out a dock-basin on a con- 
tract, the payment for which would be made without fail when the 
work was finished ; and if the plant used in the work might be taken 
to be worn out in the process, and valueless at the end of it ; then 
the enterprise would be just remunerative if this aggregate of out- 
lays, accumulated up to the period of payment, were just equal to 
that payment. 

But, as a rule, the proceeds of the sales come in gradually; 
and we must suppose a balance-sheet struck, looking both back- 
wards and forwards. Looking backwards we should sum up the 
net outlays, and add in accumukted compound interest on each 
element of outlay. Looking forwards we .should sum up all net 
incomings, and from the value of each subtract compound interest 


^ In tho ag^repato the income from the saving will in the ordinary course bo 
larger in amount than tlio saving by tho amount of tho intorcst that is tho reward 
of saving. But, as it will bo turned to account in enjoyment later than tho original 
saving could have been, it will be discounted for a longer period (or aocumulatcfl 
for a shorter); and if entered in the balanco sheet of tho investment in place of 
the original saving, it would stand for exactly the same sum. (Both the original 
income which was saved and the subsequent income earned by it ero assessed to 
income tax ; on grounds similar to those which make it expedient to levy a larger 
incomo tax from the industrious Uian from tho lazy man.} The main argument 
of this section is expressed mathematically in Note XIII. 
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for the period during which it would be deferred. The aggregate of v, iv, 3 . 
the net incomings so discounted would be balanced against the 
aggregate of the accumulated outlays : and if the two were just 
equal, the business would be just remunerative. In calculating 
the outgoings the head of the business must reckon in the value of 
his own work.^ 

§ 3, At the beginning of his imdertaking, and at every successive The 
stage, the alert business man strives so to modify his arrangements of Tubstl- 
as to obtain better results with a given expenditure, or equal results tution. 
with a less expenditure. In other words, he ceaselessly applies the 
principle of substitution, with the purpose of increasing his profits; 
and, in so doing, he seldom fails to increase the total efficiency of 
work, the total power over nature which man derives from organiza- 
tion and knowledge. 

Every locality has incidents of its own which affect in various 
ways the methods of arrangement of every class of business that is 
carried on in it : and even in the same place and the same trade no 
two persons pursuing the same aims will adopt exactly the same 
routes. The tendency to variation is a chief cause of progress; 
and the abler are the undertakers in any trade the greater will this 
tendency be. In some trades, as for instance cotton-spinning, the 
possible variations arc confined within narrow limits; no one can 
hold his own at all who does not use machinery, and very nearly 
the latest machinery, for every part of the work. But in others, as 
for instance in some liranches of the wood and metal trades, in 
farming, and in shopkeeping, there can be great variations. For 
instance, of two manufacturers in the same trade, one will perhaps 

* Almost ovLTy tratlo hns its own diflimiltir^ anil ils own customs connoclod 
with the task of valuing tlie capital that Imn been invcstcil in a business* and of 
allowing for the deproeiation which that capilnl hns undorpono from wcar-nnd- 
tcar, from the infhi(*nc*o of tlic elements, from new inventions, nnd from changes 
in tho course of trade. These two last causes nwiy temporarily raise the value of 
soino kinds of fixed capital, at the same time tluit they are lowering that of othei'S. 

And iJeojjle whose minds an* east in diiTereut moidd.s. or whose intorcBts in the matter 
point in different dircelions, will often differ widely on the question what port of the 
cxpciidituro required for adniiLing buildings nml plant to clmiiglng conditions of 
trade, may bo regarded as »m investment of new capital; nnil wlmt ought to ho sot 
down as charges incurred to bakmee deproeiation, uad tivated as cxpenrlitiiro deducted 
from tho current receipts, before ileterininin" llic net profits or truo income earned 
by the business. These dillicuUics, nnd tlio consequent dilTerenco of opinion, are 
greatest of all with regard to tho investment of capital in building up a business 
connection, and tlio proper method of appraising tho goodwill of a business, or its 
value as a going roncern." On the \vholc of this subject see Iilutheson’s Depreciation 
oj Fnctoricn and their Valuation. 

Another group of diiliciillics arises from clianges in the general purchasing power of 
money. Jf that has fallen, or, in other words, if there has been a rise of general 
prices, the value of a factory may appear to have risen when it has really remained 
stationary, Ooufiisions arising from tins source introduce greater errors into estimates 
of the real profitableness of dilTercul classes of biisincsH than would at first sight appear 
probable. But all questions of this kind must be deferred till we have discussed the 
theory of money. 



296 THE INVESTMENT AND DISTRIBUTION OP RESOURCES 


V, IV, 4. 


The 

marpin of 
profitable- 
ness is not 
a more 
point on 
any one 
route, but 
a hno 
intersect- 
ing all 
routes. 


AfTinitiee 
between 
tlio prin- 
ciples of 
substitu- 
tion. of 
(hmini bli- 
mp: utility 
and 

diminish- 
ing return. 
The cone- 
lation of 
consump- 
tion and 
produc- 
tion. 


have a larger wages bill and the other heavier charges on account of 
machinery; of two retail dealers one will have a larger capital 
locked up in stock and the other will spend more on advertisements 
and other means of building up the immaterial capital of a profitable 
trade connection. And in minor details the variations are number- 
less. 

Each man’s actions are influenced by his special opportunities 
and resources, as well as by his temperament and his associations : 
but each, taking account of his own means, will push the investment 
of capital in his business in each sc%’eral direction until what appears 
in his judgment to be the outer hmit, or margin, of profitalflcness is 
reached ; that is, until there seems to him no good reason for think- 
ing that the gains resulting from any further investment in that 
particular direction would compensate him for his outlay. The 
margin of profltableness, even in regard to one and the same branch 
or sub-branch of industry, is not to be regarded as a mere point on 
any one fixed line of possible investment ; but as a boundary line of 
irregular shape cutting one after another every possible line of 
investment. 

§ 4. This principle of substitution is closely connected with, and 
is indeed partly based on, that tendency to a diminisliing rate of 
return from any excessive application of resources or of energies in 
any given direction, which is in accordance with general experience. 
It is thus linked up with the broad tendency of a diminishing 
return to increased applications of capital and labour to land in old 
countries which plays a prominent part in classical economics. 
And it is so closely akin to the principle of the diminution of marginal 
utility that results in general from increased expenditure, that some 
applications of the two principles are almost identical. It has 
already been observed that now methods of production bring into 
existence new commodities, or lower the price of old commodities 
so as to bring them within the reach of increased numbers of con- 
sumers : that on the other hand changes in the methods and 
volume of consumption cause new developments of production, 
and new distribution of the resources of production : and that 
though some methods of consumption which contribute most to 
man’s higher life, do little if anything towards furthering the pro- 
duction of material wealth, yet production and consumption arc 
intimately correlated.^ But now we are to consider more in detail 
how the distribution of the re.sources of production between different 
industrial undertakings is the counterpart and reflex of the distribu- 

‘ Sco pp, 70-77, and 53-58. 
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tion of the consumers’ purchases between different classes of com- v, iv, 4. 
modifies. 1 

Let us revert to the primitive housewife, who having “ a limited The djs- 
number of hanks of yarn from the year’s shearing, considers all the 0 "^. 
domestic wants for clothing and tries to distribute the yarn between sourcM in 

1*1 ° *1 M 1 1 Qomestio 

them in such a way as to contribute as much as possible to the economy, 
family wellbeing. She will think she has failed if, when it is done, 
she has reason to regret that she did not apply more to making, say, 
socks, and less to vests. But if, on the other hand, she hit on the 
right points to stop at, then she made just so many socks and vests 
that she got an equal amount of good out of the last bundle of yarn 
that she applied to socks, and the last she applied to vests.” ® If 
it happened that two ways of making a vest were open to her, which 
were equally satisfactory as regards results, but of which one, while 
using up a little more yarn, involved a little less trouble than the 
other; then her problems would be typical of those of the larger 
business world. They would include first decisions as to the relative 
urgency of various ends; secondly, decisions as to the relative 
advantages of various means of attaining each end ; thirdly, deci- 
sions, based on these two sets of decisions, as to the margin up to 
which she could most profitably carry the application of each means 
towards each end. 

These three classes of decisions have to be taken on a larger The dis- 
scale by the business man, who has more complex balancings and of 
adjustments to make before reaching each decision.® Let us take sources in 

O UllBinC3£t 

an illustration from the building trade. Let us watch the operations economy, 
of a ‘‘speculative builder ” in the honourable sense of the term : iiiustra- 
that is, a man who sets out to erect honest buildings in anticipation of tho"buiU. 
general demand ; w'ho bears the penalty of any error in his judgment ; ^ 
and who, if his judgment is approved by events, benefits the com- 
munity as well as himself. Let him be considering whether to erect 
dwelling houses, or warehouses, or factories or shops. He is trained 
to form at once a fairly good opinion as to the method of working 
most suitable for each class of building, and to make a rough estimate 
of its cost. He estimates the cost of various sites adapted for each 
class of building : and he reckons in the price that he wmuld have to 

^ Tho substance of part of tliis section was plami in VI. i. 7 in earlier editions. 

But it seems to bo necclcd hero in preparation for tiic central chapters of Book V. 

aSoelll. V. 1. 

^ TIic remainder of tliis section goes very much on the lines of the earlier half 
of Note XIV, in tlio Mathematical Appendix; wliicli may be read in connection 
with it. Tho subject is ono in which the language of tho differential calculus-^ 
noi its reasonings — arc specially helpful to clear thought : but the main outlines can 
be presented in ordinary language. 
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V, IT, 4. pay for any site as a part of his capital expenditure, just as he docs 
— the expense to which he would be put for laying foundations in it, 
and so on. He brings this estimate of cost into relation with his 
estimate of the price he is likely to get for any given building, 
together with its site. If he can find no case in which the demand 
price exceeds his outlays by enough to yield him a good profit, with 
some margin against risks, he may remain idle. Or he may possibly 
build at some risk in order to keep his most trusty worlonen to- 
gether, and to find some occupation for his plant and his salaried 
assistance : but more on this later on. 

Suppose him now to have decided that (say) villa residences of a 
certain type, elected on a plot of ground which he can buy, are likely 
to yield him a good profit. The main end to be sought being thus 
settled, he sets himself to study more carefully the means by which 
it is to be obtained, and, in connection with that study, to consider 
possible modifications in the details of his plans. 

Given the general character of the houses to be built, he will 
have to consider in what proportions to use various materials — 
brick, atone, steel, cement, plaster, wood, etc., with a view to 
obtaining the result which will contribute most, in proportion to its 
cost, to the efficiency of the house in gratifying the artistic taste of 
purchasers and in ministciing to their comfort. In thus deciding 
what is the best distribution of his resources between various 
commodities, he is dealing with substantially the same problem as 
the primitive housewife, who has to consider the most economic 
distribution of her yarn between the various needs of her household. 

Like her, he has to reflect that the yield of benefit which any 
particular use gave would be relatively large up to a certain point, 
and would then gradually diminish. Like her, he has so to distribute 
his resources that they have the same marginal utility in each use : 
he has to weigh the loss that would result from taking away a little 
expenditure here, with the gain that would result from adding a little 
there. In effect both of them work on lines similar to those which 
guide the farmer in so adjusting the application of his capital and 
labour to land, that no field is stinted of extra cultivation to which 
it would have given a generous return, and none receives so great an 
expenditure as to call into strong activity the tendency to diminish- 
ing return in agriculture.^ 

Thus it is that the alert business man, as has just been said, 
“ pushes the investment of capital in his business in each several 
direction until what appears in his judgment to be the outer limit, 

^ See above 111. in. 1 ; aud tlio footnote on pp. 130. 
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or margin, of profitableness is reached; that is, until there seems to v, iv, b. 
him no good reason for thinking that the gains resulting from any 
further investment in that particular direction would compensate 
him for his outlay.” He never assumes that roundabout methods 
will be remunerative in the long run. But he is always on the look 
out for roundabout methods that promise to be more effective in 
proportion to their cost than direct methods : and he adopts the 
best of them, if it lies within his means. 

* * * * 

§ 5. Some technical terms relating to costs may be considered Prims eon. 
here. tVhen investing his capital in providing the means of carry- 
ing on an undertaking, the business man looks to being recouped by 
the price obtained for its various products; and he expects to be 
able under normal conditions to charge for each of them a sufficient 
price ; that is, one which will not only cover the special, direct, or Pnme or 
prime cost, but also bear its proper share of the general expenses of 
the business ; and these we may call its general, or supplementary 
cost. These two elements together make its total cost. 

There are great variations in the usage of the term Prime cost Suppie- 
in business. But it is here taken in a narrow sense. Supplementary 
costs are taken to include standing charges on account of the'®*'- 
durable plant in which much of the capital of the business has been 
invested, and also the salaries of the upper employees : for the 
charges to wliieh the bu.sinc.ss is put on account of their salaries 
cannot generally be adapted quickly to changes in the amount of 
W'ork there is for them to do. There remains nothing but the 
(money) cost of the raw material used in making the commodity 
and the wages of that part of the labour spent on it which is paid by 
the hour or the piece and the extra wcar-and-tear of plant. This is 
the special cost which a manufacturer has in view, when his works 
are not fully employed, and he is calculating the lowest price at 
w'hich it will be worth his while to accept an order, irrespectively of 
any effect that his action may have in spoiling the market for future 
orders, and trade being slack at the time. But in fact he must as a 
rule take account of this effect : the price at which it is just worth 
his while to produce, even when trade is slack, is in practice generally 
a good deal above this prime cost, as we shall see later on.^ 

' Espocially m V, ix. “ Tltcro are nrnny systems of Prime Cost in vogue ... wo 
take Prime Cost to moan, as in faet the nortis imply, only tho original or direct 
cost of production; and while in aomo fimlcs it may be a matter of convenience 
to include in the cost of production a proportion of indirect expenses, and a charge 
for depreciation on plant and buildings, in no case should it comprise interest on 
capital or profit.” {tlorcKo nml Pells, I'uf/opt/ Jccoutiftt, ch. :.) 
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V, IV, 6. § 6, Supplementary cost must generally be covered by the 

The ” selling price to some considerable extent in tie short run. And they 
division must be Completely covered by it in the long run ; for, if they are 
prime and not, production will be checked. Supplementary costs are of many 
mentary different kinds ; and some of them differ only in degree from prime 
costs costs. For instance, if an engineering firm is in doubt whether to 
wkh the accept an order at a rather low price for a certain locomotive, the 
of the™ absolute prime costs include the value of the raw material and the 
under- wagcs of the artisans and labourers employed on the locomotive. 
Hiurtra- S'll' there is no clear rule as to the salaried staff : for, if work is 
^'™e*aad probably have some time on their hands ; and their 

miarioB.'* Salaries will therefore commonly be classed among general or supple- 
mentary costs. The line of division is however often blurred over. 
For instance, foremen and other trusted artisans are seldom dis- 
missed merely because of a temporary scarcity of work ; and there- 
fore an occasional order may be taken to fill up idle time, 
even though its price does not cover their salaries and wages. 
That is they may not be regarded as prime costs in such a case. 
But, of course the staff in the olBcc can be in some measure adjusted 
to variations in the work of the firm by leaving vacancies unfilled 
and even by weeding out iuefficient men during slack times; and 
by getting extra help or putting out some of the work in busy 
times. 

Iiiustra- If we pass from such tasks to larger and longer tasks, as for 
outlay™ instance the working out a contract to deliver a great number of 
plant. locomotives gradually over a period of several years, then most of 
the office work done in connection with that order must be regarded 
as special to it : for if it had been declined and nothing else taJeen in 
its place, the expenses under the head of salaries could have been 
reduced almost to a proportionate extent. 

The case is much stronger when we consider a fairly steady mar- 
ket for any clas.s of .staple manufactures extending over a long time. 
For then the outlay incurred for in.stalling specialized skill and organ- 
ization, the permanent office staff, and the durable plant of the 
workshops can all be regarded as part of the costs necessary for the 
process of production. That outlay will be increased up to a margin 
at which the branch of manufacture seems in danger of growing too 
fast for its market. 

Thig lu the next chapter the argument of Chapter m. and of this 

oTtiiT™ chapter is continued. It is shown in more detail how those costs 
dement oi which most powerfully act on supply and therefore on price, are 
timoia lin^ited to a narrow and arbitrary group in the case of a single 
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contract for, say, a locomotive ; but are much fuller, and correspond 
much more truly to the broad features of industrial economy in the 
case of a continuous supply to a fairly steady general market : 
the influence of cost of production on value does not show itself 
clearly except in relatively long periods ; and it is to be estimated 
with regard to a whole process of production rather than a particular 
locomotive, or a particular parcel of goods. And a similar study is 
made in Chapters viii.-x. of variations in the character of those 
prime and supplementary costs which consist of charges for interest 
(or profits) on investments in agents of production, according as the 
periods of the market under consideration are long or short. 

Meanwhile it may be noticed that the distinction between prime 
and supplementary costs operates in every phase of civilization, 
though it is not likely to attract much attention except in a capitalis- 
tic phase. Eobinson Crusoe had to do only with real costs and real 
satisfactions : and an old-fashioned peasant family, which bought 
little and sold little, arranged its investments of present “ effort and 
waiting ” for future benefits on nearly the same lines. But, if either 
were doubting whether it was worth while to take a light ladder on a 
trip to gather wild fruits, the prime costs alone would be weighed 
against the expected benefits : and yet the ladder would not have 
been made, unless it had been expected to render sufficient service 
in the aggregate of many little tasks, to remunerate the cost of 
making it. In the long run it had to repay its total costs, supple- 
mentary as well as prime. 

Even the modern employer has to look at his own labour as a 
real cost in the first instance. He may think that a certain enter- 
prise is likely to yield a surplus of money incomings over money 
outgoings (after proper allowances for rislcs and for discountings of 
future happenings) ; but that the surplus will amount to less than 
the money equivalent of the trouble and worry that the enterprise 
will cause to himself : and, in that case, he will avoid it.* 

‘ TIio Supplementary costs, which fiie owner of a factory expects to be able to 
add to the prime costs of its products, are the source of the quasi-rents which it will 
yield to him. If they come up to his ciq^oetution, then his business so far yields 
good profits : if they fall much short of it, his business tends to go to the bad. But 
his statement bears only on long-period problems of value : and in that connection 
the diSeronco between Prime and Supplementary costs has no special significance. 
The importance of tlio distinction between them is confined to short-period problems. 


V, IV, 6. 

further 
dcvclopod 
in Chs. V. 
and 

vm. — z. 


Tlie 

distinction 

between 

prime and 

sup])lc- 

montary 

costa 

operates 

e\’en 

wliere 

neither 

are 

reckoned 
m money. 



CHAPm V 


V, V, 1. 
The 

difficulties 
discussed 
in this 
chapter 
as to the 
element of 
time are 
latent in 
ordinary 
discourse, 


vhere the 
use of 
the term 
Normal is 
elastic. 


EQUILIBRIUM OF KORML DEiLLND AND SUPPLY, CONTINUED, 
WITH REFERENCE TO LONG AND SHORT PERIODS 

§ 1. The variations in the scope of the term Normal, according as 
the periods of time under discussion are long or short, were indicated 
in Chapter iii. We ate now ready to study them more closely. 

In this case, as in others, the economist merely brings to light 
difficulties that are latent in the common discourse of life, so that 
by being frankly faced they may be thoroughly overcome. For 
in ordinary life it is customary to use the word Normal in different 
senses, with reference to different periods of time ; and to leave the 
context to explain the transition from one to another. The econo- 
mist follows this practice of every-day life : but, liy taking pains to 
indicate the transition, he sometimes seems to have created a com- 
plication which in fact he has only revealed. 

Thus, when it is said that the price of wool on a certain day was 
abnormally high though the average price for the year was abnor- 
mally low, that the wages of coal-miners were abnormally high in 
1872 and abnormally low in 1879, that the (real) wages of labour were 
abnormally high at the end of the fourteenth century and abnormally 
low in the middle of the sixteenth; everyone understands that the 
scope of the term normal is not the same in these various cases. 

The best illustrations of this come from manufactures where 
the plant is long-lived, and the product is short-lived. When a 
new textile fabric is first introduced into favour, and there is very 
little plant suitable for making it, its normal price for some months 
may be twice as high as those of other fabrics which are not less 
difficult to make, but for making which there is an abundant stock 
of suitable plant and skill. Looking at long periods we may say 
that its normal price is on a par with that of the others ; but if 
during the first few months a good deal of it were offered for sale 
in a bankrupt’s stock we might say that its price was abnormally 
low even when it was selling for half as much again as the others. 
Everyone takes the context as indicating the special use of the term 
in each several case ; and a formal interpretation clause is seldom 
necessary, because in ordinary conversation misunderstandings can 
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be nipped in the bud by question and answer. But let us look at this v, v, i. 
matter more closely. — 

We have noticed ^ how a cloth manufacturer would need to niustra- 
calculate the expenses of producing all the different things required 
for making cloth with reference to the amounts of each of them that trade, 
would be wanted ; and on the supposition in the fir.st instance that 
the conditions of supply would be normal. But we have yet to 
take account of the fact that he must give to this term a wider or 
narrower range, according as he was looking more or less far ahead. 

Thus in estimating the wages required to call forth an adequate 
supply of labour to work a certain class of looms, he might take the 
current wages of similar work in the neighbourhood ; or he might 
argue that there was a scarcity of that particular claas of labour in 
the neighbourhood, that its current wages there were higher than in 
other parts of England, and that looking forward over several years 
so as to allow for immigration, he might take the normal rate of 
wages at a rather lower rate than that prevailing there at the time. 

Or lastly, he might think that the wages of weavers all over the 
country were abnormally low relatively to others of the same grade, 
in consequence of a too sanguine view having been taken of the 
prospects of the trade half a generation ago. He might argue that 
this branch of work was overcrowded, that parents had already 
begun to choose other trades for their children which offered greater 
net advantages and yet were not more difficult ; that in consequence 
a few years would see a falling-off in the su])ply of labour suited for 
his purpose; so that looking forward a long time he must take 
normal wages at a rate higher than the present average.® 

Again, in estimating the normal supply price of wool, he would 
take the average of several past years. He would make allowance for 
any change that would be likely to affect the supply in the immediate 
future ; and he would reckon for the effect of such droughts as from 
time to time occur in Australia and elsewhere ; since their occurrence 
is too common to be regarded as abnormal. But he would not allow 
here for the chance of our being involved in a great war, by which the 
Australian supplies might be cut off; he would consider that any allow- 
ance for this should come under the head of extraordinary trade risks, 
and not enter into his estimate of the normal supply price of wool. 

‘ V. III. B. 

^ Thorc aro indeed not many occasion? on nliich (lie calculations of a business 
man for practical purposes need to look forwanl so for, and to extend tlie range 
of the term Normal over a whole gcneiation : but in tlio broader applications o! 
economic suienco it is sometimes necessary to extend the range even further, and 
to take account of the slow changes that in the course of centurlos aSect the supply 
price ol the labour of each industrial grade. 
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He would deal in the same way with the risk of civil tumult or 
any violent and long-continued disturbance of the labour market 
of an unusual character ; but in his estimate of the amount of w’ork 
that could be got out of the machinery, etc. under normal con- 
ditions, he woidd probably reckon for minor interrujitions from 
trade disputes such as are continually occurring, and are therefore 
to be regarded as belonging to the regular course of events, that is as 
not abnormal. 

In all these calculations he would not concern himself specially 
to inquire how far mankind arc under the exclusive influence of 
selfish or self-regarding motives. He might be aware that anger 
and vanity, jealousy and offended dignity arc still almost as com- 
mon causes of strikes and lockouts, as the desire for pecuniary gain : 
but that would not enter into his calculations. All that he would 
want to know about them would be whether they acted with 
sufficient regularity for him to be able to make a reasonably good 
allowance for their influence in interrupting work and raising the 
normal supply price of the goods.^ 

§ 2. The clement of time is a chief cause of those difficulties in 
economic investigations which make it necessary for man with his 
limited powers to go step by step ; breaking up a complex question, 
studying one bit at a time, and at la.st combining his partial solutions 
into a more or less complete solution of the whole riddle. In 
breaking it up, ho segregates those disturbing causes, whose wander- 
ings happen to be inconvenient, for the time in a pound called 
Cceleris Paribus. The study of some group of tendencies is isolated 
by the assumption other things being equal : the existence of other 
tendencies is not denied, but their disturbing effect is neglected for 
a time. The more the issue is thus narrowed, the more e.xactly can 
it be handled : but also the less closely does it correspond to real 
life. Each exact and firm handling of a narrow issue, however, 
helps towards treating broader issues, in which that narrow issue is 
contained, more exactly than would otherwise liavc been ])ossil)le. 
"With each step more tilings can be let out of the pound; exact 
discussions can be made less abstract, realistic discussions can be 
made less inexact than was possible at an earlier stage.* 

* C'ompare L ii. 7. 

* As has been explained in tlio Preface, pp. vi -ix, tliis \oliiine is concerned mainly 
with normal conditions; and these arc aometimea dcsr‘i'il)cd as Statical. i3at in lli’u 
opinion of the present writer the problem of normal value belongs to economic Dyna- 
mics : partly because Statics is really but a branch of Dynamics, and partly becliuso 
all suggestions as to economic rest, of which the hypothesis of a Stationary state is tlio 
chief, are merely provisional, used only to illustrate particular stops in tho argument, 
and to bo thrown aside when that is done. 
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Our first step towards studying the influences exerted by the v, v, 2. 
element of time on the relations between cost of production and 
value may well be to consider the famous fiction of the ‘‘ Stationary of » 
state ” in which those influences would be but little felt ; and to 
contrast the results which would be foimd there with those in the 
modern world. 

This state obtains its name from the fact that in it the general 
conditions of production and consmnption, of di.stribution and 
exchange remain motionless ; but yet it is full of movement ; for it 
is a mode of life. The average age of the population may be station- 
ary ; though each individuid is growing up from youth towards his 
prime, or downwards to old age. And the same amount of things 
per head of the population will have been produced in the same ways 
by the same classes of people for many generations together; and 
therefore this supply of the appliances for production will have had 
full time to be adjusted to the steady demand. 

Of course we might assume that in our stationary state every 
business remained always of the same size, and with the same trade 
connection. But we need not go so far as that ; it will suffice to 
suppose that firms rise and fall, but that the “ representative ” 
firm remains always of about the same size, as does the representa- 
tive tree of a virgin forest, and that therefore the economies resulting 
from its own resources are constant : and since the aggregate 
volume of production is constant, so also are those economies 
resulting from subsidiary industries in the ncighliourhood, etc. 

[That is, its internal and external economies are both con.stant. 

The price, the expectation of which just induced persons to enter the 
trade, must be sufficient to cover in the long run the cost of building 
up a trade connection; and a proportionate share of it must be 
added in to make up the total cost of production.] 

In a stationary state then the plain rule would be that cost of in n 
production governs value. Each effect would be attributable 
mainly to one cause ; there would not be much complex action and iloc-trmo 
reaction between cause and effect. Each element of cost would be \\ Quid 1)0 
governed liy “ natural ” law.s, subject to some control from fixed ‘■‘“P*'’- 
custom. There would be no reflex influence of demand; no funda- 
mental difference between the immediate and the later effects of 
economic causes. There would be no distinction between long- 
period and short-period normal value, at all events if we supposed 
that in that monotonous world the harvests themselves were uniform : 
for the representative firm being always of the same size, and always 
doing the same class of business to the same extent and in the same 
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V, V, 3. way, with no slack times, and no specially busy times, its normal cx- 
penses by which the normal supply price is {jo verned would be always 
the same. The demand lists of prices would nlw'ays be the same, 
and so would the supply lists; and normal price would never vary. 
But in tiie But nothing of this is true in the world in which we live. Here 
"aimpio'* 6v®ry economic force is constantly changing its action, under the 
doctrmo of influence of other forces which are acting around it. Here changes 
worae than in the volume of production, in its methods, and in its cost are ever 
mutually modifying one another : they are always affecting and being 
affected by the character and the extent of demand. Further all 
these mutual influences take time to work themselves out, and, 
as a rule, no two influences move at equal pace. In this world 
therefore every plain and simple doctrine as to the relations between 
cost of production, demand and value is necessarily false : and the 
greater the appearance of lucidity which is given to it by skilful 
exposition, the more mischievous it is. A man is likely to be a better 
economist if he trusts to his common sense, and practical instincts, 
than if he professes to study the theory of value and is resolved to 
find it easy. 

ModiBott. § 3. The Stationary state has just been taken to be one in 
&t"on^of a ^tich population is stationary. But nearly all its distinctive 
Btationaiy features may be exhibited in a place where population and wealth 
ua^ncai'Jr*’' are both growing, provided they arc growing at about the same rate, 
and there is no scarcity of land ; and provided also the methods of 
to break production and the conditions of trade change but little ; and above 
ramV* '^Jicre the character of man himself is a constant quantity, 
problem, Jjj jjy |.jjg important conditions of pro- 

duction and consumption, of exchange and distribution will remain 
of the same quality, and in the same general relations to one another, 
though they are all increasing in volume.^ 

This relaxation of the rigid bonds of a purely stationary state 
brings us one step nearer to the actual conditions of life : and by 
relaxing them still further we get nearer still. We thus approach 
by gradual steps towards the difficult problem of the interaction of 
countless economic causes. In the stationary state all the con- 
ditions of production and consumption are reduced to rest : but less 
violent assumptions are made by what is, not quite accurately, 
called the statical method. By that method we fix our minds on 
some central point : we suppose it for the time to be reduced to 
a stationary state; and we then study in relation to it the forces 

‘ See below, V. xi. G ; and compare Keynes, Scope and Method oj Political Economy, 



TRANSITION TO LONG AND SHORT PERIODS 307 

that affect the things by which it is surrounded, and any tendency v, v, 4 . 
there may be to equilibrium of these forces. A number of these 
partial studies may lead the way towards a solution of problems too 
difficult to be grasped at one effort.^ 

§ 4. AVe may roughly classify problems connected with fishing iiiustra. 
industries as those which are affected by very quick changes, such {|,e°nshi” 
as uncertainties of the weather; or by changes of moderate length, wade, 
such as the increased demand for fish caused by the scarcity of meat 
during the year or two following a cattle plague ; or lastly, we may 
consider the great increase during a whole generation of the demand 
for fish which might result from the rapid growth of a high-strung 
artisan population making little use of their muscles. 

The day to day oscillations of the price of fish resulting from Day to 
uncertainties of the weather, etc., are governed by practically the 
same causes in modern England as in the supposed stationary state. 

The changes in the general economic conditions around ns are 
quick; but they are not quick enough to affect perceptibly the 
short-period normal level about which the price fluctuates from 
day to day : and they may be neglected [impounded in emteris 
paribus] during a study of such fluctuations. 

Let us then pass on ; and suppose a great increase in the general An 
demand for fish, such for instance as might arise from a disease 
affecting farm stock, by which meat was made a dear and dangerous amount 
food for several years together. AA^e now impound fluctuations due gonoraiiy 
to the weather in cmleris 2 >(ii'if>us, and neglect them provisionally : 
they are so quick that they speedily obliterate one another, and arc porioci 
therefore not important for problems of this elass. And for the 
opposite reason we neglect variations in the numbers of those who 
are brought up as seafaring men : for these variations are too slow 
to produce much effect in the year or two during which the scarcity 
of meat lasts. Having impounded these two sets for the time, we 
give our full attention to such influences as the inducements wdiich 
good fishing wages will offer to sailors to stay in their fishing homes 
for a year or two, instead of applying for work on a ship. AVe 
consider what old fishing boats, and even ve.ssels that were not 
specially made for fishing, can be adapted and sent to fish for a year 
or two. The normal price for any given daily supply of fish, which 
we are now seeking, is the price which will quickly call into the fishing 
trade capital and labour enough to obtain that supply in a day’s 
fishing of average good fortune; the influence which the price of 
fish will have upon capital and labour available in the fishing trade 

^ Comparo tho Picfnco and Appendix U, 4. 
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V, T, 4. being governed by rather narrow causes such as these. This new 
~ level about which the price oscillates during these years of exception- 
ally great demand, will obviously be higher than before, Here we 
see an illustration of the almost universal law that the term Normal 
being taken to refer to a short period of time an increase in the amount 
demanded raises the normal supply price. This law is almost universal 
even as regards industries which in long periods follow the tendency 
to increasing return.^ 

but not But if we turn to consider the normal supply price with reference 
to a, lofig period of time, we shall find that it is governed by a different 
period set of causes, and with different results. For suppose that the 

prwe!^ disuse of meat causes a permanent distaste for it, and that an in- 

creased demand for fish continues long enough to enable the forces 
by which its supply is governed to work out their action fully (of 
course oscillation from day to day and from year to year would con- 
tinue : but we may leave them on one side). The source of supply 
in the sea might perhaps show signs of exhaustion, and the fishermen 
might have to resort to more distant coasts and to deeper waters. 
Nature giving a Diminishing Return to the increased application of 
capital and labour of a given order of efficiency. On the other hand, 
those might turn out to bo right who think that man is responsible 
for but a very small part of the destruction of fish that is constantly 
going on ; and in that case a boat starting with equally good appli- 
ances and an equally efficient crew would be likely to get nearly as 
good a haul after the increase in the total volume of the fishing trade 
as before. In any case the normal cost of equipping a good boat 
with an efficient crew would certainly not be higher, and probably 
be a little lower after the trade had settled down to its now increased 
dimensions than before. For since fishermen require only traincil 
aptitudes, and not any exceptional natural qualities, their number 
could be increased in less than a generation to almost any extent 
that was necessary to meet the demand; while the industries 
connected irith building boats, making nets, etc. being now on a 
larger scale would be organized more thoroughly and economically. 
If therefore the waters of the sea showed no signs of depletion of 
fish, an increased supply could be produced at a lower price after a 
time sufficiently long to enable the normal action of economic 
causes to work itself out : and, the term Normal being taken to 
refer to a long period of time, the normal price of fish would decrease 
with an increase in demand.* 

* Boo V, XI, 1. 

* Tooko {History of Prioes, Vol. I. p. 104) tclla us : “ Thero are particular articlca 
of which the demand for naval and military purposes forms so laigo a proportion to 
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Thus we may emphasize the distinction already made between v, v, s. 
average price and normal price. An average may be taken of the Averse 
prices of any set of sales extending over a day or a week or a year or ‘“'‘i ^ 
any other time : or it may be the average of sales at any time in prices, 
many markets ; or it may be the average of many such averages. 

But the conditions which are normal to any one set of sales are not 
likely to be exactly those which are normal to the others ; and there- 
fore it is only by accident that an average price will be a normal 
price; that is, the price which any one set of conditions tends 
to produce. In a stationary state alone, as we have just seen, the 
term normal always means the same thing : there, but only there, 

“ average price ” and “ normal price ” are convertible terms.^ 

§ 5. To go over the ground in another way. Market values are Restate- 
governed by the relation of demand to stocks actually in the market ; 
with more or less reference to “ future ” supplies, and not without result, 
some influence of trade combinations. 

But the current supply is in itself partly due to the action of Nature of 
producers in the past ; and this action has been determined on as the 
result of a comparison of the prices which they expect to get for their t>on. 
goods with the expenses to which they will be put in producing 
them! The range of e.xpenses of which they take account depends 
on whether they are merely considering the extra expenses of certain 
extra production with their existing plant, or are considering whether 
to lay down new plant for the purpose. In the case, for instance, 
of an order for a single locomotive, which was discussed a little 
while ago,* the question of readjusting the jflant to demand would 
hardly arise : the main question would be whether more work could 
conveniently be got out of the existing plant. But in view of an 
order for a large number of locomotives to be delivered gradually 
over a series of years, some extension of plant “ specially ” made for 


the total supply, that no diminution of consumption by iudividiuils cdu keep ])nco 
with tho iinnu'dintc increase of tlonuind by j;o\ ermnriU ; and consequently, tho 
breaking; out of a war teiuls to raise the price of aiich articlcb to a Kicat rcluti\ e height. 
But even of such articles, if tl»o coii.sumption were not on a progrc.s'sivr scale of iiiercaso 
so rapid that the supply, with nil the enrournpement of a relatively high j)rice, could 
not keep pace willi the dcmuivl, the tondeney is (siippu.'iing no iinpetlinient, natural or 
artificial, to proiluclion or imjiortation) to omision such nn increase of quantity, as to 
reduce tho prico to nearly the nanic level us that from whicli it had advanced. And 
accordingly it will bo ubsurved, by reference to the table of jiriccs, that salt-pctre, hemj), 
iron, etc., after advancing very considerably xmder the influence of a greatly exlendiHl 
demand for military and noval purposes, tended downwards again whenever that 
demand was not progressively mid ra]>Hlly increasing." Thus a continuously pro- 
groBsivo increase in demand miiy raise the supjdy ]>rieo of a thing oven for several 
years togctlicr ; though n steady izicrettso of demand for that thing, at a rate not too 
great for supply to keep pace with it, would lower price. 

^ V. ui. G. Tho (listiiK'lion will bo yet further diseiissctl in V. xn. and Appendix 
H. See also Keynes, Svopc ami Mtlhod oj Politico! EroHomtj, eh. vii. 

* l*p. 300-1. 
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V, y, 6. 
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the purpose, and therefore truly to be regarded as prime marginal 
costs would almost certainly be carefully considered 

Whether the new production for which there appears to be a 
market be large or small, the general rule will be that unless the 
price is expected to be very low that portion of the supply which 
can be most easily produced, with but small prime costs, will bo 
produced : that portion is not likely to be on the margin of pro- 
duction, As the expectations of price improve, an increased part 
of the production will yield a considerable surplus above prime costs, 
and the margin of production will be pushed outwards. Every in- 
crease in the price expected will, as a rule, induce some people who 
would not otherwise have produced anything, to produce a little ; 
and those, who have produced something for the lower price, will 
produce more for the higher price. That part of their production 
with regard to w'hich such persons are on the margin of doubt as to 
whether it is worth while for them to produce it at the price, is to be 
included together with that of the persons who are in doubt whether 
to produce at all; the two together constitute the marginal pro- 
duction at that price. The producers, who are in doubt whether 
to produce anything at all, may be said to lie altogether on the 
margin of production (or, if they are agriculturists, on the margin of 
cultivation). But as a rule they are very few in number, and their 
action is less important than that of those who would in any case 
produce something. 

The general drift of the term normal supply price is always the 
same whether the period to which it refers is short or long ; but 
there are great differences in detail.* In every case reference is made 
to a certain given rate of aggregate production; that is, to the 
production of a certain aggregate amount daily or annually. In 
every ca.se the price is that the expectation of which is sufficient and 
only just sufficient to make it worth while for people to set them- 
selves to produce that aggregate amount ; in every case the cost of 
production is marginal ; that is, it is the cost of production of those 
goods which are on the margin of not being produced at all, and 
which would not be produced if the price to be got for them were 
expected to be lower. But'the causes which determine this margin 
vary with the length of the period under consideration. For short 
periods people take the stock of appliances for production as prac- 
tically fixed ; and they are governed by their expectations of demand 
in considermg how actively they shall set themselves to work those 
appliances. In long periods they set themselves to adjust the flow 
of these appliances to their expectations of demand for the goods 
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which the appliances help to producd. Let ua examine this difference v, v, 6. 
closely. 

§ 6. The immediate effect of the expectation of a high price is For short 
to cause people to bring into active work all their appliances of 
production, and to work them full time and perhaps overtime, apii^ces 
The supply price is then the money cost of production of that part of tionlro ° 
the produce which forces the undertaker to hire such inefficient 
labour (perhaps tired by working overtime) at so high a price, and to tiicir’ 
put himself and others to so much strain and inconvenience that he is 
on the margin of doubt whether it is worth his while to do it or not. 

The immediate effect of the expectation of a low price is to throw demand, 
many appliances for production out of work, and slacken the work of 
others ; and if the producers had no fear of spoiling their markets, 
it would be worth their while to produce for a time for any price 
that covered the prime costa of production and rewarded them for 
their own trouble. 

But, as it is, they generally hold out for a higher price; each 
man fears to spoil his chance of getting a better price later on from 
his own customers; or, if he produces for a large and open market, 
he is more or less in fear of incurring the resentment of other pro- 
ducers, should he sell needlessly at a price that spoils the common 
market for all. The marginal production in this case is the produc- 
tion of those whom a little further fall of price would cause, cither 
from a regard to their own interest or by formal or informal agree- 
ment with other producers, to suspend production for fear of further 
spoiling the market, ^he price which, for these reasons, producers 
are just on the point of refusing, is the true marginal supply price 
for short periods.* It is nearly always above, and generally very 
much above the special or prime cost for raw materials, labour and 
wear-and-tear of plant, which is immediately and directly involved 
by getting a little further use out of appliances which are not fully 
employed. This point needs further study. 

In a trade which uses very expensive plant, the prime cost of whore 
goods is but a small part of their total cost; and an order at much 
less than their normal price may leave a large surplus above their capital, 
prime cost. But if producers accept such orders in their anxiety to 
prevent their plant from being idle, they glut the market and tend 
to prevent prices from reviving. In fact however they seldom icyoi 
pursue this policy constantly and tvithout moderation. If they did, rca'hij,g 
they might ruin many of those in the trade, themselves perhaps special or 
among the number ; and in that case a revival of demand would coat** 
find little response in supply, and would raise violently the prices of 
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the goods produced by the trade. Extreme variations of this kind 
are in the long run beneficial neither to producers nor to consumers ; 
and general opinion is not altogether hostile to that code of trade 
morality which condemns the action of anyone who “ spoils the 
market ” by being too ready to accept a price that does little more 
than cover the prime cost of his goods, and allows but little on 
account of his general expenses.^ 

For example, if at any time the prime cost, in the narrowest 
sense of the word, of a bale of cloth is £100 ; and if another £100 are 
needed to make the cloth pay its due share of the general expenses 
of the establishment, including normal profits to its owners, then 
the practically effective supply price is perhaps not very likely to 
fall below £150 under ordinary conditions, even for short periods; 
though of course a few special bargains may be made at lower prices 
without much affecting the general market. 

Thus, although nothing but prime cost enters necessarily and 
directly into the supply price for short periods, it is yet true that 
supplementary costs also exert some influence indirectly. A pro- 
ducer does not often i.solate the cost of each separate small parcel 
of his output ; he is apt to treat a considerable part of it, even in 
some cases the whole of it, more or le.ss as a unit. lie inquires 
whether it is wortli his while to add a certain new line to his present 
undertakings, whether it is worth while to introduce a new machine 
and so on. He treats the extra output that would result from the 
change more or less as a unit beforehand ; and afterwards he quotes 
the lowest prices, which he is willing to accept, with more or less 
reference to the whole cost of that extra output regarded as a unit. 

In other words he regards an increase in his processes of jiro- 
duction, rather than an individual parcel of his products, as a unit 
in most of hi,s transactions. And the analytical economist must 
follow suit, if he would keep in close touch with actual conditions. 
These considerations tend to blur the sharpness of outline of the 
theory of value : but they do not affect its substance.® 

To sum up then as regards short periods. -The supply of 

^ Wljcro there io a strong combination, tacit or overt, producers may some- 
times regulate the price for a consnlcrablo time together with very littlo iWorcnco 
to coat of production. An<l if the leaders in that combination were those who had 
the best facilities for production, it might be said, in apparent though not in real 
contradiction to Ilie.irdo’s doctrines, tliat tho price was govemod by that part of 
tho supply which was most easily produced. But as a fact, those producers whoso 
finances are weakest, and who are bound to go on producing to oscapo failure, often 
impose their policy on tho rest of tho combination : insomuch that it is a common 
saying, both in America and England, that the weakest members of a combination aro 
frequently its rulers. 

* Tina general description may suffice for most purposes : but in chaptor xi. thcro 
will bo found a more detailed study of tiiat extremely complex notion, a marginal 
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specialized skill and ability, of suitable machinery and other material v. v. 7 
capital, and of the appropriate industrial organization has not time 
to be fully adapted to demand ; but the producers have to adjust their conciu- 
supply to the demand as best they can with the appliances already to sLrt 
at their disposal. * On the one hand there is not time materially to 
increase those appliances if the supply of them is deficient ; and on 
the other, if the supply is excessive, some of them must remain 
imperfectly employed, since there is not time for the supply to be 
much reduced by gradual decay, and by conversion to other uses.’ 
Variations in the particular income derived from them do not for 
the time affect perceptil)ly the supply ; and do not directly affect the 
price of the commodities produced by them. The income is a 
surplus of total receipts over prime cost; [that is, it has something 
of the nature of a rent as will be seen more clearly in chapter viii.]. 

But unless it is sufficient to cover in the long run a fair share of the 
general costs of the business, production will gradually fall off.* In 
this way a controlling influence over the relatively quick move- 
ments of supply price during short periods is exercised by causes in 
the background which range over a long period; and the fear of 
“ spoiling the market ” often makes those causes act more promptly 
than4;hey othcnvisc would. 

§ 7. In long period.3 on the other hand all inve.stments of capital in long 
and effort in providing the material plant and the organization of a of 


business, and in acquiring trade knowledge and specialized ability, 
have time to be adjusted to the incomes which are expected to be 
earned by them : and the cstinifitcs of those incomes therefore 
directly govern supply, and are the^ true long-period normal supply 
price of the commodities produced. 

A great part of the capital invested in a business is generally 
spent on building up its internal organization and its external 
trade connections. If the business does not prosper all that capital 
is lost, even though its material plans may realize a considerable 
part of its original cost. And anyone proposing to start a new 
business in any trade must reckon for the chance of this loss. If 
himself a man of normal capacity for that class of work, he may look 
forward ere long to his business being a representative one, in the 
sense in which we have used this term, with its fair share of the 
economies of production on a large scale. If the net earnings of 
such a representative business seem likely to be greater than he 
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increment in tho processes of production by a representniivo firm; tof^othcr with a 
fuller explanation of tho necessity of referring oar reasonings to the circumstancos of a 
representative firm, especially when wo are considering industries which sliow a ten* 
doncy to increasing return. 
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V, T, 8. could get by similar investments in other trades to which he has 
— access, he will choose this trade. Thus that investment of capital in 
a trade, on which the price of the commodity produced by it depends 
in the long run, is governed by estimates on the one hand of the out- 
goings required to build up and to work a representative firm, and 
on the other of the incomings, spread over a long period of time, to be 
got by such a price. 

At any particular moment some businesses will be rising and 
others falling : but when we are taking a broad view of the causes 
which govern normal supply price, we need not trouble ourselves 
with these eddies on the surface of the great tide. Any particular 
increase of production may be due to some new manufacturer who is 
struggling against diflficultics, working with insufficient capital, and 
enduring great privations in the hope that he may gradually build 
up a good business. Or it may be due to some wealthy firm which 
by enlarging its premises is enabled to attain new economics, and 
thus obtain a larger output at a lower proportionate cost : and, as 
this additional output will be small relatively to the aggregate 
volume of production in the trade, it will not much lower the price; 
so that the firm will reap great gains from its successful adaptation 
to its surroundings. But while these variations are occurring in the 
fortunes of individual businesses, there may be a steady tendency 
of the long-period normal supply price to diminish, as a direct conse- 
quence of an increase in the aggregate volume of production. 

There is § 8. 'Of coursc there is no hard and sharp line of division between 
no sharp “ Iqjjj, ” « gjjort ” periods. Nature has drawn no such lines in 

between the economic conditions of actual life ; and in dealing with practical 
shOTt^*^ problems they are not wanted. Just as we contrast civilized with 
periods, uncivilized races, and establish many general propositions about 
either group, though no hard and fast division can be drawm between 
the two ; 'so we contrast long and short periods without attempting any 
rigid demarcation Iictwecn them. If it is necessary for the purposes 
of any particular argument to divide one case sharply from the other, 
it can be done by a special interpretation clause : but the occasions 
on which this is necc.ssary arc neither frequent nor important, 
ciassifi- 'Four classes stand out. In each, price is governed by the rela- 
probtaM between demand and supply. As regards markei prices, 

of vaiiio Supply is taken to mean the stock of the commodity in question 
^nods to "'hich is on hand, or at all events “ in sight.” As regards normal 
ntef' prices, when the term Normal is taken to relate to short periods of a 
few months or a year, Supply means broadly what can be produced 
for the price in question with the existing stock of plant, personal and 
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impersonal, in the given time. As regards noriml prices, when the v, v, s. 
term Normal is to refer to luiig periods of several years. Supply — 
means what can be produced by plant, which itself can be remunera- 
tively produced and applied within the given time; vrhile lastly, 
there are very gradual or Secular movements of uormal price, 
caused by the gradual growth of knowledge, of population and of 
capital, and the changing conditions of demand and supply from one 
generation to another.^ 

The remainder of the present volume is chiefly concerned with 
the third of the above classes : that is, with the normal relations of 
wages, profits, prices, etc., for rather long periods. But occasionally 
account has to be taken of changes that extend over very many 
years ; and one chapter, Book VI. ch. xii,, is given up to “ The 
Influence of Progress on Value,” that is, to the study of secular 
changes of value. 

* Compare tlic first section of this chapter. Of course the poMods required to 
adapt tlio several factors of prodiietion to the demand may bo very difTereni; the 
number of skilled compositors, for instance, cannot bo increased t^early as fast as 
the supply of type and printing-presses. And this cause alone wo^dd prevent any 
rigid division being made between long and short periods. But in a tlicoretically 
perfect long period must givo timo enough to enable nob only thc^ factors of pro- 
eduction of tho commodity to bo adjusted to the demand, but aUo the factors of 
production of those factors of production to 6o adjusted* and so on ; and this, wlien 
carried to its logical consequences, will bo found to involve the Supposition of a 
stationary slate of industry, in which tho requirements of a future ago can bo antiei- 
pated an indolinito time beforehand. Some such assumption is indi^d unconsciously 
implied in many jwpular renderings of Kirardo’s theory of value, not in his own 
versions of it ; an<l it is to this cause more tlmn any other that wt) must attribute 
that simplieitv and sharpness of outline, from which the economic do^rines in fashion 
in llip lirHt half of this century derived some of their seductive chorm, qs ^yell as most 
of whatever tendency they may have to lead to false practical conch\gions. 

Relatively sliort and long period i»roblcma go generally on similar lines. In 
both use is made of that paramount device, the partial or total isolation for special 
sUidy of some sot of relations. In both opportunity is gained for analysing and 
com]iaring similar episodes, and making them throw light upon one another; and for 
ordering and co-orrlinating facts which nro suggestive in their similarities, end are 
still more suggestive in the dilfcronccs that peer out throiigli their similarities. But 
there is a broad cllstinction between llio two eases. In the rclativi^iy short-period 
problem no great violence is needed for tho ossumption that the fortes not specially 
under consideration may bo taken for tho time to ho inactive. But violence is re- 
quired for keeping broad forces in the pound of CcclcrU Paribus during, say, a whole 
generation, on tho ground that tiicy have only an indirc<t bearing oq tho question in 
hand. I’or even indircet iiifluenrcs may produce grout oftects in tho course of a 
generation, if they hoppeii to act eumulalivcly ; and it is not safe to ignore them 
oven provisionally in a practical problem without special study. Thiig the uses of the 
statical method in problems relating to very long periods arc dangerous; care and 
forothougiib and self-restraint are needed at every step. Tlio dilliouitios and risks 
of tlio task reach their highest point in connection with industries which conform to 
the law of Increasing Return; and it is just in connection with tlios^ industries that 
tho moat alluring applications of the method arc to bo found. Wq must postpone 
tlicso questions to chapter xir. and Appendix H. 

But an answer may be given hero to tho objection that since “ the oconomio 
world is subject to continual changes, and is liccoraing more complex, , . . the longer 
tho run tho moro hopeless tlio roetinention ” ; so that to speak of that position which 
value tends to reach in tho long run is to treat variables as constants." (Devas, 

Political Economy t Book iv. ch. v.) It is tnio tliat we do treat variablea provisionally 
as constants. But it is also true that this is tho only method by which science has 
ever made any groat progress in dealing with complex and changeful matter, whether 
in the physical or moral world. Sec above V. v. L 
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JOINT AND COMPOSITE DEMAND. JOINT AND COMPOSITE 
SUPPLY 

§ 1. Bread satisfies man’s wants directly : and the demand for 
it is said to be direct. But a flour mill and an oven satisfy wants 
only indirectly, by helping to make bread, etc., and the demand 
for them is said to be indirect. More generally 

The demand for raw materials and other means of production 
is imlirecl and is derivecl from the direct demand for those directly 
serviceable products Avhich they help to produce. 

The services of the flour mill and the oven are joined together 
in the ultimate product, bread : the demand for them is therefore 
called a joint demand. Again, hops and malt arc complementary 
to one another ; and are joined together in the common destination 
of ale : and so on. Thus the demand for each of several comple- 
mentary things is derived from the services which they iointhj 
render in the production of some ultimate product, as for instance a 
loaf of bread, a cask of ale. In other words there is & joint demand 
for the services which any of these things render in helping to produce 
a thing which satisfies wants directly and for which there is therefore 
a direct demand : the direct demand for the finished product is in 
effect split up into many derived demands for the things used in 
producing it.* 

To take another illustration, the direct demand for houses 
gives rise to a joint demand for the labour of all the various building 
trades, and for bricks, atone, wood, etc. which are factors of production 
of building work of all kinds, or as we may say for shortness, of new 
houses. The demand for any one of these, as for instance the labour 
of plasterers, is only an indirect or derived demand. 

Let us pinsue this last illustration with referenec to a class of 

^ Compare III, in. 6. It will bo rccollcrtctl that tho in a form rctwly 
lot immediate iiso liavo Ijopii cnllril gnoda of thefint order, or comumera' ijooda-, and 
tliat tliinys uBod as factom of production of other goods have boon called producera' 
ijofida, or gooda uj the second and higher nrdcra or intermediate goods : also that it is 
dillicult to say when goods aro really linibhed; that many things aro commonly 
treated as hnished consumers’ goods lx?foro they arc really ready for consumption, 
e.g. flour. Sco II. III. 1. 'J'ho vagueness of the notion of tnalrumental gooda, rcpardecl 
as things tho value of which is derived from that of their products, is indicated in 
II. IV. 13. 
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events that are of frequent occurrence in the labour market; the v, vi, j. 
period over which the disturbance extends being short, and the causes 
of which we have to take account as readjusting demand and supply 
being only such as are able to operate within that short period. labour 

This case has important practical bearings, which give it 
special claim on our attention ; but we should notice that, referring building 
as it does to short periods, it is an exception to our general rule of 
selecting illustrations in this and the neighbouring chapters from 
cases in which there is time enough for the full long-period action of 
the forces of supply to be developed. 

Let us then suppose that the supply and demand for building being 
in equilibrium, there is a strike on the part of one group of workers, 
say the plasterers, or that there is some other disturbance to the 
supply of plasterers’ labour. In order to isolate and make a separate 
study of the demand for that factor, we suppose firstly that the 
general conditions of the demand for new houses remain unchanged 
(that is, that the demand schedule for new houses remains valid) ; 
and secondly we assume that there is no change in the general con- 
ditions of supply of the other factors, two of which are of course the 
business faculties and the business organizations of the master 
builders ; (that is, we assume that their lists of supply prices also 
remain valid). Th en a temp orary check to the-supply of plasterers’ 
labour will cause a proportionate check to the amdiSt of building r 
the demand price for the diminished number of houses will be‘a' little 
higher than before ; and the supply prices for the other factors of 
production will not be greater than before.^ Thus new houses 
can now be sold at prices which exceed by a good margin the 
sum of the prices at which these other requisites for the production 
of houses can be bought ; and that maigin gives the limit to the 
possible rise of the price that will be offered for plasterers’ labour, on 
the supposition that plasterers’ labour is indispensable. The 
different amounts of this margin, corresponding to different checks 
to the supply of plasterers’ labour, arc governed by the general rule 
that : — The price that will be offered for any thing used in producing iow of 
a commodity is, for each separate amount for the commodity, 
limited by the excess of the price at w'hich that amount of the 
commodity can find purchasers, over the sum of the prices at which 
the corresponding supplies of the other things needed for making it 
will be forthcoming. 

^ This is at any rafco true under all ordinary conditions : there will bo less extra 
charges for overtime ; and tho price of tho labour of cari>cnters> bricklayors and others 
is likely rather to go clown than to go up, and the same is true of bricks and oilier 
building materials 
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V. Ti, I To use technical tenns, the demand schedule for any factor of 
production of a commodity can be deiived from that for the com 
modity by subtracting from the demand price of each sepaiate 
amount of the commodity the sum of the supply prices for corres- 
ponding amounts of the other factors.^ 


* The broad account given in the text mav suffice for most purposes, and tJio 
general reader should perhaps omit the remaining footnotes to this tlmptei 

It must be remembered that this Derived <4hcdiilc has no validity except on the 
suppositions that no are isolating this one factoi foi sc^iaiatc stuUv , that lib oun 
conditions of supply are disturliG<l, that theio is at the tmii no independent dis 
turbanco affecting any other element m the ptoblem, and that thcidou in the ciisi 
of each of the other factois of production tho selling piico nia^ be I'lkcn to coincidu 
alvta^B v^ith tho supply price 

In illustrating tliisbv adiagiani,ituill be veil, for the sake of shoitnc‘*sol ^voidinu, 
to divide tho expenses of production of a commoditv into the stippK piiccs of tuo 
things of which it is made , let us then rcgaid the supply pnee of a knifo ns tho simi 
of tho supply prices of its blade and handle and nrgkct the exyiensc of putting thr 
two together Let 66 be tho supply curve for Imnillcs and iS'S (hat foi knives ■•o 
thatil/beinganypointonOt,and V^QbeingdrojanvcitualK tociit^^ inland ii\Q 
Mq IB tho supply piicc for 0 M handles qQ is tho supply pnee for 0 M blacU-s an I MQ 
the supply price for 0 If kniv os Let Diy tho demand 
curve for knives out S8' in A, and iaii bo diauu 
vertically as m the figure I hen in equilibnum OB 
knives aio sold At a piicc^4 ot which ifa goes for tho 
handle and a i for the blade 

(In this illustration wo maj suppose that siifhcicnt 
time IS allowed to enable the forces which govern siipplv 

f inco to work themselves out fullv , and vvo an it 
ibertv theioforo to make our supph curvc’> inelinrd 
negatnolj 'Ihisch'MV^^dl not alKct the oicumont, 
but on the whole it is best to take our tvpical in»tanco 
with the suppU curve inclined positivch } 

Kow let US suppose that uc wont to isolate fop 
separate study the demand for knifv handles Viroid 
mgly we suppose that tho demand foi knucs ami llu siippK ol blades, confoim to 
the law 6 indicated bv their icepcctivo tiiivcs also lint tho fiupplv curve for handh s 
still remains in force and repicscnis the ciicumstannos of noimil supply of h'inrilr'> 
although the supph of handles is tcmporaiily distiiibcd Let MQ cut DD in I , 
then MP is tho demand price for OM knives and Qq is tho supph jiruc. foi OM 
blades lake a point p in MP such that Pp is equal to Qq, end thciefoio Mp is 
the excess of MP ov cr Qq, tlien Mp is tho demand puco for 0 M Jinndles I et (II 
be tho locus of p obtained by giving M succc&ivo positions alon^ Ov and finding 
the con csponding positions of p, then i:. the dciivcd demand cuivc fui handles 
Of course it passes till ougli n Moma} now neglect nil the rr&t oi tin figiui ix ]it 
the curves rid\ S6* , and icguid Uiom as upieseiiting the relations of dtmund fui and 
supph of handles, other things being equal, that is to sav, m ilio il suin of an\ 
distuibuig ratise which affects tlio law of supply of bindiii and tlic 1 lu ot <.!< maiid i< t 
knives ifu IS then the cquilibimm piico ot iiandks iboul which the muket ] ii 
oscillates, in the mannci invcstigaUu in tho purcdin^ ( li ijiUi, undci the inlliuiui 
of demand and suppiv of wliirh the bcliceluh s oic lepicsentcd h> lUl and 6^' It his 
already been icmnikcd that the oidinaiy demmd and siqiph emves have no piactic il 
value except m tlie immcdiato ncighboiiihood of the point ot rquilihiiiim \iid the 
same remark applies with e\ en greatci force to the equation of denv cd demand 

[Since Mp — Mq ** MP ~ MQ , therefore A being a point of stable cquihbiinni 
the equilibnum at a also is stable But this state ment needs to bo somew hat qualilu d 
if the supply cuiv es are negatively inclined sco Appendix H ] 

In tho illustration that lias just been woiked out tlic unit of each of the fiduis 
remains unchanged whatever bo the amount of the commodity pioduecd, loi om 
blado and ono handle aie always requiicd foi each knife, but wlicn a change in tin 
amount of tho commodity produced occasions a change in the amount of each factor 
that is required for tho pioduction of a umt of the commodity , the demand and supply 
curves for the factor got by the above pi ocoss aro not expressed in tcims of fixed units 
of the factor 1 hey must be translated back into fixed units bofoi c they aro av ailablo 
for general use (See Mathematical Note XIV li& ) 
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§ 2. When however we eome to apply this theory to the actual v, vi, 2 . 
conditions of life, it will be impurlanl to remember that if the supply caJti^s 
of one factor is disturbed, the supply of others is likely to be dis- “ to the 
turbed also. In particular, when the factor of which the supply is SppS* 
disturbed is one class of labour, as that of the plasterers, the em- 
ployers’ earnings generally act as a buffer. That is to say, the loss theory, 
falls in the first instance on them ; but by discharging some of their 
worlanen and lowering the wages of others, they ultimately dis- 
tribute a great part of it among the other factors of production. 

The details of the process by which this is effected are various, and 
depend on the action of trade combinations, on the higgling and 
bargaining of the market, and on other causes with which we are 
not just at present concerned. 

Let us inquire what are the conditions, under which a check to the Conditions 
supply of a thing that is wanted not for direct use, but as a factor „ 
of production of some commodity, may cause a very great rise in its 
price. The first condition is that the factor itself should be essen- may raise 
tial, or nearly essential to the production of the commodity, no good 0 /“ 
substitute being available at a moderate price. requisita 

The second condition is that the commodity in the production 
of which it is a necessary factor, should be one for which the demand 
is stiff and inelastic ; so that a check to its supply will cause con- 
sumers to offer a much increased price for it rather than go without 
it; and this of course includes the condition that no good sub- 
stitutes for the commodity are available at a 25rice but little higher 
than its equilibrium price. If the check to house building raises the 
price of hou is very much, builders, anxious to secure the excep- 
tional profits, will bid against one another for such plasterers’ labour 
as there is in the market. 1 

The third condition is that only a small part of the expenses of 
production of the commodity should consist of the price of this 
factor. Since the plasterers’ wages are but a small part of the total 
expenses of building a house, a rise of even 50 per cent, in them 
would add but a very small percentage to the expenses of production 
of a house and would check demand but little.* 

The fourth condition is that even a small check to the amount 

^ We have to inquire under what conditions tlio ratio pM to aB will bo the greatest. 
pM being tlio demand prieo for tlio factor in question corresponding to a supply 
reduced from OB to OM, that is reduced by the given oznount BM The second 
condition is that PM should be largo ; and since the clastieity of demand is measured 
by the ratio which BM bears to tho cxrebs of PM over AB, the greater PM is» the 
smaller, other things lieing equal, is the elasticity of demand. 

The third condition is that when PM exceeds AB in a given ratio, pM shall 
be caused to exceed Ba in a large ratio : and other things being equal, that requires 
Ba to be but a small part of BA. 
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V, VI, 2. demanded should cause a considerable fall in the supply prices of 
other factors of production; as that will increase the margin avail- 
able for paying a high price for this one.' If, for instance, brick- 
layers and other classes of workmen, or the employers themselves 
cannot easily find other things to do, and cannot afford to remain 
idle, they may be willing to work for much lower earnings than be- 
fore, and this wOl increase the margin available for paying higher 
wages to plasterers. These four conditions are independent, and 
the effects of the last three are cumulative. 

Moderat- The rise in plasterers’ wages would be checked if it were 
Sfenoe possible either to avoid the use of plaster, or to get the work 
of the done tolerably well and at a moderate price by people outside the 
of subrtl plasterers’ trade : the tyranny, which one factor of production of a 
tution, commodity might in some cases exercise over the other factors 
through the action of derived demand, is tempered by the principle 
of substitution.* 

and of the Again, an increased difiiculty in obtaining one of the factors of a 
power of finisiied commodity can often be met by modifying the character 
the pro- of the finished product. Some plasterers’ labour may be indis- 
wSThe pensable ; but people are often in doubt how much plaster work it is 
facto™ of houses, and if there is a rise in its price 

production they will have less of it. The intensity of the satisfaction of which 
modity” deprived if they had a little less of it, is its marginal 

beartoone utility; the price which they are just willing to pay in order to have 
it, is the true demand price for plasterers’ work up to the amount 
which is being used. 

So again there is a joint demand for malt and hops in ale. But 
their proportions can be varied. A higher price can be got for an 
ale which differs from others only in containing more hops ; and this 
excess price represents the demand for hops.* 

The relations between plasterers, bricklayers, etc., are repre- 
sentative of much that is both instructive and romantic in the hi, story 
of alliances and conflicts between trades-unions in allied trades. 
But the most numerous instances of joint demand are those of the 
demand for a raw material and the operatives who work it up ; as 


^ Tliat is, if Qq had been smaller than U is, Pp would havo been smaller and 
Mp would have been larger. See olso Mathematical Note XV. 

^ It is shown in Bohm^Bawerk's excellent (JrundzQye dcr ThQoris des wiTlachaflUchen 
GHierwerta {Jahrbuck /itr HaiionaldkotumU und SldliaiilCt vol. xiii. p. 50} that if all 
but one of the factors of production of a commodity have available substitutes in 
unlimited supply, by which thoir own price is rigidly tixed, the rlorivcd demand ])rico 
for the remaining factor will be the excess of the demand price for tho fimahed product 
over the sum of the supply prices thus fixed for tho remaining factors. This is an 
interesting special cose of the law given in tho text 
° See Mathematical Note XVI 
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for instance cotton or jute or iron or copper, and those who work up v, vi, 3 , 4 . 
these several materials. Again, the relative prices of different 
articles of food vary a good deal with the supply of skilled cooks’ 
labour : thus, for instance many kinds of meat and many parts of 
vegetables which are almost valueless in America, where skilled 
cooks are rare and expensive, have a good value in France, where the 
art of cooking is widely diffused. 

§ 8, We have already * discussed the way in which the aggregate Composite 
demand for any commodity is compounded of the demands of the 
different groups of people who may need it. But we jiow may demand, 
extend this notion of composite demand, to requisites_of production 
which are needed by several groups of producers. 

fTcatly every raw material and nearly every kind of labour is Rival V 
applied in many different branches of industry, and contributes to 
the production of a great variety of commodities. Each of these 
'commodities has its own direct demand; and from that the derived 
demand for any of the things usccTin making it can be found, and 
the thing is “ distributed between its various uses ” in the manner 
which wc have already discussed.® The various uses are rivals, or 
competitors with one another ; ' and The corresponding derived 
demands are rival or competitive demands relatively to one another. 

Bufln relation to the supply of the produDJv-they.co-o.porate with 
on^another ; being “ compounded ” into the total demand that 
carries off the supply : in just the same way as the partial demands 
of several classes of society for a finished commodity are aggre- 
gated, or compounded together into the total demand for it.® 

§ 4. We may now pass to consider the case of joint products : joint 
i.e. of things which cannot easily be produced separately ; but are 
joined in a common origin, and may therefore be said to have a 


* See above, IIT. t>. 2, 4. * F»eo III. y. 

* Tims, l«‘t a factor of produclion have three uses, 
curve for it tii its first use. From any point on 
Oy draw iVp, lioiiAonlally to cut did/ In pj ; tli*‘n 
Npi IS the amount tliiit is domandecl for tho liist 
use at price OS. Pnulucc A’pi to p,, ond furtlicr 
on tu P inakiiii; p,p_. iiml p.P of huoli loiistiis as to 
roprusout the amuunth of tlio factor demanded at 
price ON for the secoii I and tliird uses i'e8|)cutivcly. 

As N moves aIon« Oij let p, trace out the curve d,d/ 
and let P trace out tlic ciirvo DI)'. Thus d’^^' 
would bo tho demand curve for tho factor if it 
had only its first and ^cond uses. DIS is its 
demand curve for all tlireo uses. It is immiiteriai 
in what order we take the sovcral uses. Jn tho 
cose represented, tlio dcniniid for the second use 
begins at a lower prico and that for the third iiso 
begins at a higher prico than does the demand for 
the use. (See MathoniaLical Note XVll.) 


Let dfd/ be the demand 
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V. VI, 4. joint supply, Buci as beef and hides, or wheat and straw.' This case 
corresponds to that of things which have a joint demand, and it may 
be discussed almost in the same words, by merely substituting 
“ demand ” for “ supply,” and vice versd. And there is a joint 
demand for things joined in a common destination : so there is a 
joint supply of things which have a common origin. The single 
supply of the common origin is split up into so many derived 
supplies of the things that proceed from it.* 

''For instance, since the repeal of the Coro Laws much of the 
wheat consumed in England has been imported, of course without 
any straw. This has caused a scarcity and a consequent rise in the 
price of straw, and the farmer who grows wheat looks to the .straw 
for a great part of the value of the crop. The value of straw then is 
high in countries which import wheat, and low in those which 
export wheat. In the same way the price of mutton in the wool- 
producing districts of Australia was at one time very low. The wool 
was exported, the meat had to be consumed at home ; and as there 
was no great demand for it, the price of the wool had to defray 
almost the whole of the joint expenses of production of the wool and 
the meat. Afterw'ards the low price of meat gave a stimulus to the 


1 Profeeeor Dewaniip {AnMrkm Economic Etvim, Supplement^ lOU, p. 80) 
Bviggcste that thinuH should bo describod as joint produotM, when tlieir “ total oosts 
of production by a flinglo plant arc less than the sum of the costa of Dicir production 
by separato plants.** This doTmition is Iorr general than that reached at the end of 
this section ; but It ie convenient for some special uses. 

* If it is desired to isolato the relations of demand ond supply for a joint product, 
the derived supply price is found in just the same way as the derived demand price 
for a factor of production was found in the parallel case of demand. Other things 
must be assumed to bo equal (that i8» the supply schedule for the whole process of 
production must be assumed to remain in force and so must the demand schedule 
for each of the joint products except that to bo isolated). The derived supply price 
is then found by the rule that it must equal the excess of tho supply price for the 
whole process of pro<luction over the sum of the demand prices of all tho other joint 
products ; the prices being taken tliroughout with reference to corresponding amounts. 

Wo may again illustrate by a uraple example in whicli it is assumed tlmt the 
relative amounts of Uic two joint products are unalterable. Let SS' be the supply 
curve for bullocks which yield meat aivl leatlicr in fixed quantities; dd' the demand 
curve for their carcases, that is, for the meat derived from tiiom. M being any 
point on Ox draw Mp vertically to cut dd' in p, nn'i 
produce it to P so that pP represents the demand price for 
OM hides. Then il//* is tho demand price forO.U bullocks, 
and DD' the locus of P is the demand curve for bullocks : 
it may be called tho total demand curve. Let DD' cut 
SS' in A \ and draw AaB as in the hgure. Then in 
equilibrium OB bullocks arc prcMluecd and sold at prico 
BA of which Ba goes for the carcase and o/l for the liidc. 

Let MP cut SS' in Q. From QM cut off Qq equal to 
Ppi then 9 is a point on the derived supply curve for 
carcases. For if we assume that tho selling prico of OM 
hides is always equal to tho corresponding demand price 
Pp, it follows that since it costs QM to produce each of 

OM bullocks there remains a price QM — Pp, that is qM, to l»o borne by each of the 
OM carcases. Then 99' the locus of q, and dd' are the supply and demand curves^ 
for carcases. (See Mathematical Note XVIIl.) 
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industries preserving meat for exportation, and now its price in v, vi, «. 
Australia is higher. 

There are very few cases of joint products the cost of production if the pro- 
of both of which together is exactly the same as that of one of them 
alone. So long as any product of a business has a market value, 
it is almost sure to have devoted to it some special care and expense, modrned, 
which would be diminished, or dispensed with if the demand for 
that product were to fall very much. Thus, for instance, if straw 
were valueless, farmers would exert themselves more than they do 
to make the ear bear as large a proportion as possible to the stalk. 

Again, the importation of foreign w'ool has caused English sheep to be 
adapted by judicious crossing and selection so as to develop heavy 
weights of good meat at an early age, even at the expense of some 
deterioration of their wool. It is only when one of two things pro- 
duced by the same process is valueless, unsaleable, and yet does not 
involve any expense for its removal, that there is no inducement to 
attempt to alter its amount; and, it is only in these exceptional their 
case.s that we have no means of assigning its separate supply price “ms may 
to each of the joint products. Eor when it is possible to modify the 
proportions of these products, we can ascertain what part of the 
whole expense of the process of production would be saved, by so 
modifying these proportions as slightly to diminish the amount of one 
of the joint products without affecting the amounts of the others. 

That part of the expense is the expense of production of the marginal 
element of that product ; it is the supply price of which we aie in 
search.^ 

But these are exceptional cases. It more frequently happens 
that a business, or even an industry, finds its advantage in using a 
good deal of the same plant, technical skill, and business organiza- 
tion for several classes of products. In such cases the cost of any- 
thing used for several purposes has to be defrayed by its fruits in 
all of them : but there is seldom any rule of nature to determine 
either the relative importance of these uses, or the proportions in 
which the total cost should be distributed among them : much 
depends on the changing features of markets.® 

§ 5. We may pass to the problem of composite stipphj which is Cimvonte 
analogous to that of composite demand. A demand can often be 
satisfied by any one of several routes, according to the principle of 
substitution. These various routes are rivals or competitiors with 
one another; and the corresponding supplies of commodities are 

1 See Mathomatical Xoto XIX. 

* A littlo more is said on this subject in the next chapter : it is discussed fully 
in the fortlicoming work on Industry and Trade. 
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V, VI, 6 rival, or competitive supplies relatively to one another But in 
relation to the demand they co-operate with one another, being 
‘ compounded ” into the total supply that meets the demand ^ 

If the causes which govern their production are nearly the same, 
they may for many puiposes be treated as one commodity * For 
instance, beef and mutton may be treated as varieties of one com- 
modity for many purposes, but they must be tieated as separate 
for others, as for instance for those in which the question of the 
supply of wool enters Rival things are how ever often not finished 
commodities, but factors of production for instance, there are 
many iival fibres which are used in making ordinary printing paper 
We have ]ust noticed how the fieice action of derived demand for 
one of several complementary supplies, as e g for the supply of 
plasteiers’ laboui, was liable to be model ated, when the demand 
was met by competitive supply of a rival thing, which could be 
substituted for it ® 

* Tho latter plirase competing commodit c<i la used by Prof I laber m his 
brilliant Va/Ziematital Iniei/ijahom tn the /heart/ o/ and priced, which tlirow 
much light on tho subjects discussed in the prcwnt cha})tor 

* Comp Jo\ons f c pp Ho 0 See also footnotes on pp S4 87 

* Ihe want which all the mala tend to satisf)^ is met hv a (ompositc aupplj, 
tho total sup]ih at am pi ice l)cinL, the sum of the partial bupplu s at tlml price 

lluis for inatancc A borne anv point on Oy iliaw (J parallel to Ov such 
that and ^ Q are lobpettnelv the 

amounts of the first second and thud of 
those male which can be supplied at the 
price OA Then A ^ is the totalcompositc 

supply at that price, and the locus of Q 
18 the total euppl> cur\e of tlic means of 
satisfying tho want in question Of 
course the units of the 6e\eial thii^s 
which arc ri\als must bo so taken tlmt 
each of them satisfies the same amount of 
the wont In the caso repicsented in the 
figure small quantities of the first mal 
can bo put on the maiket at a price too 
low to call foitli any supply of the othei 
two and small quantities of tho second at 
a pi ICO too low to call fortli any of tlie 
third (See Mathematical Note XX ) 

Continued ri\a1r> is as a rule possible only when none of the iicals has its supply 
go\emed b\ the law of incicasing ictuiii Ihc equilibrium is stallc only when none 
of them IS able to dri\c the others out and this is the cabt when nil of them confoim 
to the law of diminishing ictum becaubo then if one did obtain a Umporaiy ad\an 
tage and its use imroascd its supply price would use and then the others would 
begin to undersell it But if one of them conformed to the law of increasing return, 
the ricalry would soon cease, for whene\cr it happened to gnm a temporary advan 
tage over its iivals its incieased use would lower its supply price and therefore 
lucuase its sale — its supply price would then be fuither lowered and so on thus its 
advantage over its rivals would bo continually increased until it had driven them out 
of the held It is true that there aro apparent ei-eeptions to this rule and things 
which conform to tho law of increasing return do sometimes seem to icmain for a long 
time in the held as rivals such is the case perhaps with diflerent lunds of sewing 
machinos and of electiic lights But m these cases the things do not really satisfy 
the same wants, they appeal to slightly different needs oi tastes there is still some 
difference of opinion as to their relativ e ments , or else pei haps some of them are 
patented or m some other way have become the monopoly of particular firms lu 
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§ 6. All the four chief problems which have been discussed in v, 6. 
this chapter have some bearing on the causes that govern the value 
of almost every commodity : and many of the most important cross of intricate 
connections between the values of different commodities are not betTrem 
obvious at first sight. of d.'S^'rent 

Thus when charcoal was generally used in making iron, the tiuncs. 
price of leathCT depended in some measure on that of iron ; and the 
tanners petitioned for the exclusion of foreign iron in order that the 
demand on the part of English iron smelters for oak charcoal might 
cause the production of English oak to be kept up, and thus prevent 
oak bark from becoming dear.^ Thjsjnstanee may serve to remind 
us of the way in which an excessive demand for a thing may cause its 
sources of supply to be destroyed, and thus render scarce any joint 
products that it may have : for the demand for wood on the part 
of the ironmakers led to a relentless destruction of many forests in 
England. Again, an excessive demand for lamb was assigned as a 
cause of the prevailing scarcity of sheep some years ago; while 
some argued on the contrary that the better the price to be got for 
spring lamb sold to the rich, the more profitable would be the 
production of sheep, and the cheaper would mutton be for the people. 

The fact is that an increase of demand may have opposite effects 
according as it does or does not act so suddenly as to prevent 
producers from adapting their action to it. 

Again, the development of railways and other means of com- 
munication for the benefit of one trade, as for instance wheat grow- 
ing in some parts of America and silver mining in others, greatly 
lowers some of the chief expenses of production of nearly every 
other product of those districts. Again, the prices of soda, and 
bleaching materials and other products of industries, the chief raw 
material of which is salt, move up and down relatively to one an- 
other with almost every improvement in the various processes which 
are used in those industries; and every change in those prices 
affects the prices of many other goods, for the various products of 
the salt industries are more or less important factors in many 
branches of manufacture. 

^gain. cotton and cotton-seed oil are joint products, and the 
recent fall in the price of cotton is largely due to the improved 
manufacture and uses of cotton-seed oil ; and further, as the history 


such cases custom and the force of advertising may keep many rivals in the field for a 
long time; particularly if tlio producers of thoso things winch are really the beat in 
proportion to thoir expenses of production arc not oblo pffecti^cIy to advertise and 
push their wares by travolliTS and other agencico. 

^ Toynboe {IMustrial Rtvoluiiout p. 80). 
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V, VI, 6 of the cotton famine shows, the price of cotton largely affects that of 
wool, linen and other things of its own class ; while cotton-seed oil 
is ever opening up new rivalries with things of its own class. Again, 
many new uses have been found for straw in manufacture ; an^wese 
inventions are giving value to straw that used to be burnt in the 
West of America, and tend to hmder the rise in the marginal cost of 
producing wheat.^ 

^ Again, since elieep and oxen compete for the use ot land, leather and cloth 
compete in indirect demand for the use of a factor of production. Bui also in the 
upholsterer’s shop they compete as supplying means for meeting the same want 
There is thus a composite demand on the part of upholstoicr and ahocmaUci for leather , 
and also for cloth when the upper part of a shoe is mado of cloth the slice offin a 
joint demand for cloth and leather, they offering complementary Biipplies and bo on, 
in endless complications See Mathematical Xoto XXL llio Austrian doctimo of 
** imputed value ” has something m common with tliat of derived valiio given in tins 
chapter. ^Vhlchever phrase be used, it is important that we should roiopnize the 
contmuity between the old doctrine of value and the new , and that wo should treat 
imputed or deiived values merely as elements which take then plate with mnii> 
others m the broad problem of distribution and exchange. 'Jho new plirascb mciily 
give the means of applying to the oidinniy affaiis of life, some of tliat precision of 
expression which is the special property of mathematical language Pioducers have 
always to consider how the demand for any raw material in which they are intcicsted 
16 dependent on the demand for the things m making which it is used, and how it is 
influenced by every change that affects them, and this is ically a special case of the 
problem of ascertaining the oiflcient strength of any one of the forces, which con* 
tribute to a common result In mathematical language this common result is lallcd 
AjuncHon of the vanoua forces and the (marginal) contribution, which un> of them 
16 making to it, is represented by tho (smoU) change m the result which would icsiilt 
from a (smaU) change in that force, that is by the di^entilial coeffemt of the result 
with regard to that force In other words, tho imputed value, or the deiivcd value 
of a factor of production, if used for only one product, is the differential cocflicicnt of 
tliat product with regard to that factor, and so on m siiccesBivo comphoations, as 
indicated in Xotes XIV -XXT of the ftlathematical Appendix (borne objections 
to ports of Piof, Diesel’s doctrine of imputed values sre well urged byPiof Bdgowoitli, 
Economic Journal, Vol. v pp. 2?9'8o ) 
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PRIME AND TOTAL COST IN RELATION TO JOINT PRODUCTS. 

COST OF MARKETING. INSURANCE AGAINST RISK. COST 
OF REPRODUCTION 

§ 1. We may now return to the consideration of prime and v. vn, i. 
supplementary costs, with special reference to the proper distribution gu^ 
of the latter between the joint products of a business. 

It often happens that a thing made in one branch of a business joint 
is used as a raw material in another, and then the question of the y 
relative profitableness of the two branches can be accurately ascer- arisins 
tained only by an elaborate system of book-keeping by double entry ; bra™ h of 
though in practice it is more common to rely on rough estimates 
made by an almost instinctive guess. Some of the best illustrations a raw 
of this difficulty arc found in agriculture, especially when the same ^^othor. 
farm combines permanent pasture and arable land worked on long 
rotation.^ 

Another difficult case is that of the shipowner who has to appor- Dim- 
tion the expenses of his ship between heavy goods and goods that “ 
arc bulky but not heavy. He tries, as far as may be, to get a mixed joint pro- 
cargo of both kinds ; and an important element in the struggle for the same 
existence of rival ports is the disadvantage under which those ports '’“““oss, 
lie which are able to offer a cargo only of bulky or only of heavy 
goods : while a port whose chief exports are weighty but not bulky, 
attracts to its neighbourhood industries which make for export 
goods that can be shipped from it at low freights. The Staffordshire 
Potteries, for example, owe part of their success to the low freights 
at which their goods are carried by ships .sailing from the Mersey 
with iron and other heavy cargoes. 

But there is free competition in the shipowning trade, and it are often 
has great powers of variation as reganls the size and shape of ships, 
the routes which they take, and the whole method of trading; and 
thus in many ways the general principle can be applied, that the thod^luB 
relative proportions of the joint products of a business should be so “[‘’'.Qjjj®" 
modified that the marginal expenses of production of either product tion. 

* There is scope for applications of mathematical or scmi-mathcmatienl analyses, 
such as are indicated in tho last chapter, to some of the chief practical difllculties of 
book-keeping by doulile entry hi different trades. 
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should be equal to its marginal demand price.^ Or, in other words, 
the amount of carrying power for each kind of cargo has a constant 
tendency to move towards equilibrium at a point at which the 
demand price for that amount in a normal state of trade is just 
sufficient to cover the expenses of providing it; these expenses 
being reckoned so as to include not only its (money) prime cost, 
but also all those general expenses of the business which are in the 
long run incurred on its account, whether directly or indirectly.** 

In some branches of manufacture it is customary to make a first 
approximation to the total cost of producing any class of goods, liv 
assuming that their share of the general expenses of the business is 
proportionate cither to their prime cost, or to the special labour bill 
that is incurred in making them. Corrections can then be made to 
meet such cases as those of goods which require cither more or 
less than an average share of space or light, or of the use of expensive 
machinery; and so on. 

§ 2. There are two elements of the general expenses of a biLsiness, 
the sharing of which between the different branches requires some 
special attention. They are the expense of marketing and that of 
insurance against risk. 

Some kinds of goods arc easily marketed; there is a .steady 
demand for them, and it is always safe to make them for stock. 
But for that very reason competition cuts their price very fine,” 
and does not allow a large margin above the direct cost of making 
them. Sometimes the tasks of making and selling them can be 
rendered almost automatic, so as to require very little to be charged 
on their accoimt under the heads of the expenses of management and 
marketing. But in practice it is not uncommon to charge such 
goods with even less than the small .share that would properly fall to 
them, and to use them as a means of obtaining and maintaining a 
business connection, that will facilitate the marketing of otlier cla.sscs 
of goods, the production of which cannot so well be reduced to 
routine; for as to the.se there is not so close a competition. Manu- 
facturers, especially in trades connected with furniture and dress, 
and retailers in almost all trades, frequently find it best to use 
certain of their goods as a means of advertising others, and to 

^ Compare cb. vi. § 4. 

* Of eoiirso Ibis docs not apply to railway ratoa. For a railway company having 
little olaaticity aa to its methods of workingi and often not much competition from 
outside, lias no inducement to endeavour to adjust tho charges which It makes for 
di^crent kinds of trafiie to their coat to ilsclf. in fact though it may ascertain tlio 
prime cost in each ctiac easily enough, it cannot determine accurately what are tlio 
relative total costs of fast anri slow traflie, of short and long distance Irallic, of liglit 
end heavy trallic ; nor again of extra liaflic when its lines and its trains are crowded 
and when they ore nearly empty. 
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charge the first with less and the second with more than their v. vn, 2. 
proportionate share of Supplementary expenses. In the former 
class they put those goods which are so uniform in character and so 
largely consumed that nearly all purchasers know their value well, 
in the second those with regard to which purchasers think more of 
consulting their fancy than of buying at the lowest possible price. 

All difficulties of this kind are much increased by that instability bpcomes 
of supply price, which results whenever the tendency to increasing 
return is acting strongly. We have .seen that in seeking the normal i"" of 
supply price in such cases we must .select as representative a business 
which is managed with normal ability and so as to get its fair share 
of the economies, both internal and external, resulting from indus- 
trial organization : also that these economies, though they fluctuate 
with the fortunes of particular businesses, yet increase generally 
when the aggregate production increases. Xow it is obvious that if a 
manufacturer makes a commodity the increased production of which 
would put largely increased internal economics within his reach, it is 
worth his while to .sacrifice a great deal in order to push its sales in a 
new market. If he has a large capital, and the commodity is one 
in much demand, his expenditure for this purpose may be very great, 
even exceeding that which he devotes directly to the manufacture : 
and if, as is likely, he is pushing at the same time several other 
commodities, nothing more than a very rough guess can be made 
as to what share of this expenditure should be charged to the sales of 
each of them in the cureent j'car, and what share .should bo charged 
to the connection which he is endeavouring to build up for them in 
the future. 

In fact when the production of a commodity conforms to the law 
of increasing return in such a way as to give a very great advantage 
to large producers, it is apt to fall almasl entirely into the hands of a 
few large firms ; and then the nonnal marginal supply price cannot 
be isolated on the plan just referred to, because that plan assumes 
the existence of a great many competitors with businesses of all 
sizes, some of them being 3mung and some old, some in the a.sccnding 
and st>me in the descending phase. The production of such a com- 
modity really partakes in a great measure of the nature of a mono- 
poly ; and its price is likely to be so much influenced by the incidents 
of the campaign between rival producers, each struggling for an 
extension of territory, as scarcely to have a true normal level. 

Economic progress is constantly offering new facilities for 
marketing goods at a distance : it not only lowers cost of carriage, 
but what is often more important, it enables producers and consumers 
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in distant places to get in touch with one another. In spite of this, 
the advantages of the producer who lives on the spot are very great 
in many trades; they often enable him to hold his own against 
competitors at a distance w'hose methods of production are more 
economical. He can sell in his own neighbourhood as cheaply as 
they can, because though the cost of making is greater for his goods 
than for theirs, he escapes much of the cost which they incur for 
marketing. But time is on the side of the more economic methods of 
production; his distant competitors will gradually get a stronger 
footing in the place, unless he or some new man adopts their improved 
methods. 

It remains to make a closer study of the relation in which 
insurance against the risks of a business stands to the supply price 
of any particular commodity produced in it. 

§ 3. The manufacturer and the trader commonly insure against 
injury by fire and loss at sea; and the premiums which they pay are 
among the general expenses, a share of which has to be added to the 
prime cost in order to determine the total cost of their goods. But 
no insurance can be effected against the great majority of hnsincss 
risks. 

Even as regards losses by fire and .sen, insurance companies have 
to allow for pos.sible carelessness and fraud; and must therefore, 
independently of all allowances for their own expenses and profits, 
charge premiums considerably higher than the true equivalent of the 
risks run by the buildings or the ships of those who manage their 
affairs well. The injury done by fire or sea however is likely, if it 
occurs at all, to be so very great that it is generally worth while to 
pay this extra charge; partly for special trade reasons, but chiefly 
because the total utility of increasing wealth increases less than in 
proportion to its amount. But the greater part of bu.siness risks 
are so inseparably connected with the general management of the 
business that an insurance company which undertook them would 
really make itself responsible for the business : and in con.scquencc 
every firm has to act as its own insurance office with regard to them. 
The charges to which it is put under this head arc part of its general 
expenses, and a share of them has to be added to the prime cost of 
each of its products. 

But here there are two difficulties. In some cases insurance 
against risk is apt to be left out of account altogether, in others it is 
apt to be counted twice over. Thus a large shipowner sometimes 
declines to insure his ships with the underwriters : and sets aside 
part at least of the premiums that he might have paid to them, to 
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build up an insurance fund of his own. But he must still, when v, vn, 4. 
calculating the total cost of working a ship, add to ila prime cost a 
charge on account of insurance. And he must do the same thing, against 
in some form or other, with regard to those risks against which he ,ng°certam 
could not buy an insurance policy on reasonable terms even if he 

4 - 4..*' oxpenseB, 

wanted to. At times, for instance, some of his ships will be idle in 
port, or will earn only nominal freights : and to make his business 
remunerative in the long run he must, in some form or other, charge 
his successful vo3'ages with an insurance premium to make up for his 
losses on those which are unsuccessful. 

In general, however, he does this, not by making a formal entry end 
in his accounts under a separate head, but by the simple plan of 
taking the average of successful and unsuccessful voyages together ; ot^ars 
and when that has once been done, insurance against these risks 
cannot be entered as a separate item in cost of production, without 
counting the same thing twice over. Having decided to run these 
risks himself, he is likely to spend a little more than the average of his 
competitors, in providing against their occurrence ; and this extra 
expense enters in the ordinary way into his balance-sheet. It is 
really an insurance premium in another form ; and therefore ho must 
not count insurance against this part of the risk separately, for then 
he would be counting it twice over.^ 

AVhen a manufacturer has taken the average of his sales of dress 
materials over a long time, and bases his future action on the results 
of his past experience, ho has already allowed for the risk that the 
machinery will be depreciated by new inventions rendering it nearly 
obsolete, and for the risk that his goods will be depreciated by 
changes in fashion. If he wore to allow separately for insurance 
against these risks, he would be counting the same thing twice 
over.* 

§ 4 . Thus, though when we have counted up the average receipts But un- 
of a risky trade, ive must not make a separate full allowance for 

^ Again, oc^rtnin insuranco companies in America take risks against fire in factories 
at very mnoli less than the onlinaiy rates, on condition that nnino prescribed pro« 
cantions are taken, such as providing automatic sprinklers and making tho walls and 
floor solid. Tho expense incurred in those urratigeincnts is really an insuranco 
promiiun; and care must bo taken not to count it twice over. A factory which 
undertakes its own risks against firo will have to odd to tho prime cost of its goods an 
allowance for insuranco at a lower rate, if it is arranged on this plan, than if built in 
the ordinary way. 

* Again, when a farmer has calculated the cxiienscs of raising any particular crop 
with referoncD to an a\’omge year, ho must not count m addition insuranco against the 
risk that tho season may be bad, and tho crop a foihiro : for in taking an average 
year, ho lias already sot oft tho chances of exceptionally good and bad seasons against 
one another. When the enrntmfs of a ferryman have lioon calcdlnted on the average 
of a year, allowance has alreai ly been made fur the risk tliut he may sometimes have to 
cross the sti'cam with an empty boat. 
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insurance against risk; thougli there may be something to be 
allowed as a charge on account of uncertainty. It is true that an 
adventurous occupation, such as gold mining, has special attractions 
for some people : the deterrent force of risks of loss in it is less than 
the attractive force of chances of great gain, even when the value of 
the latter estimated ou the actuarial principle is much less than that 
of the former; and as Adam Smith pointed out, a risky trade, in 
which there is an element of romance, often becomes so overcrowded 
that the average earnings in it are lower than if there were no risks 
to be run.^ But in the large majority of cases the influence of risk 
is in the opposite direction ; a railway stock that is certain to pay 
four per cent, will sell for a higher price than one which is equally 
likely to pay one or seven per cent, or any intermediate amount. 

Every trade then has its own peculiarities, but in most cases the 
evils of uncertainty count for something, though not very much : 
in some cases a slightly higher average price is required to induce a 
given outlay, if that average is the mean of widely divergent and 
uncertain results, than if the adventurer may reckon confidently 
on a return that differs hut little from that average. To the average 
price therefore we must add a recomiiensc for uncertainty, if that is 
unusually great ; though if we added insurance again.st risk wc should 
be counting the greater part of that twice over.® 

§5. This discussion of the risks of trade has again brought 
before us the fact that the value of a thing, though it tends to equal 
its normal (money) cost of production, docs not coincide with it at 
any particular time, save by accident. Carey, observing this, 
sugge.sted that we should speak of value in relation to (money) cost 
of reproduction instead of in relation to cost of production. 

The suggestion has, however, no significance so far as normal 
values are concerned. For normal cost of production and normal 
cost of reproduction are convertible terms; ami no real change is 
made by saying that the normal value of a thing tends to equal its 
noi-mal (money) cost of reproduction instead of its normal (money) 
cost of production. The former phrase is less simple than tlio latter, 
but means the same thing. 

And no valid argument for the change can be founded on the fact, 
which may be readily admitted, that there are some few cases in 
whirh the market value of a thing is nearer its cost of reproduction 
than the cost that svas actually incurred in producing that particular 
thing. The present price of an iron ship for instance, made before 

^ Wealth of ^Catious, Book r. cli. x. 

^ Tho omIh lemiltinj; from tho imoortnmty involved m great liusmcsa risks nro 
veil fiihown by von Tliunru {Uuhrter btmU JX. i. p. 



COST OF REPRODUCTION 


333 


the great recent improvements in the manufacture of iron, might v, vn, 6. 
diverge less from the cost of reproducing it, that is of producing prodiiaion 
another just like it by modern methods, than from that which was ‘os* 
actually incurred in producing it. But the price of the old ship duetion, 
would be less than the cost of reproduction of the ship, because 
the art of designing ships has improved as fast as that of manufactur- by cost of 
ing iron ; and moreover steel has displaced iron as the material of 
shipbuilding. It may still be urged that the price of the ship is 
equal to that of producing a ship, which would be equally serviceable, 
on a modern plan and by modern methods. But that would not be 
the same thing as saying that the value of the .ship is equal to its cost 
of reproduction ; and, as a matter of fact, when, as often happens, 
an unexpected .scarcity of ships cause.s freights to increase very 
rapidly, those who are an.xious to reap the harvest of profitable trade, 
will pay for a ship in sailing order a price much above that for which 
a shipbuilding firm would contract to produce another equally good 
and deliver it some time bonce. Cost of reproduction exerts little 
direct influence on value, save when purchasers can conveniently 
wait for the production of new supplies. 

Again, there is no connection between cost of reproduction and 
price in the case of food in a beleaguered city, of quinine the supply 
of which has run short in a fever-stricken island, of a picture by 
Raphael, of a book that nobody cares to read, of an armour-clad 
ship of obsolete pattern, of fish when the market is glutted, of fish 
when the market is nearly empty, of a cracked bell, of a dress 
material that has gone out of fashion, or of a house in a deserted 
mining village. 

iit Us ^ 

The reader, unless already experienced in economic analysis, is 
recommended to omit the next seven chapters, and pass at once to 
Chapter xv., which contains a brief summary of this Book. It is 
true that the four chapters on marginal costs in relation to values, 
and especially Chapters viii. and ix., bear upon some difficulties 
which are latent in the phrase the net product of labour ” ; and 
that this phrase is used in Book VI. But the braad explanation of it 
given there will suffice provisionally for most purposes; and the 
intricacies connected with it may be best appreciated at a somewhat 
advanced stage of economic studies. 
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MARGINAL COSTS IN RELATION TO VALUES. GENERAL 
PRINCIPLES 

§ 1. This Chapter and the three following are given to a study 
of the marginal costs of products in relation to the values of those 
products on the one hand, and on the other hand to the values of the 
land, machinery, and other appliances used in making them. The 
study relates to normal conditions and long period results. This fact 
must ever be borne in mind. The market value of anything may be 
much above or much below the normal cost of production : and the 
marginal costs of a particular producer at any time may stand in no 
close relation to marginal costs under normal conditions.^ 

It was indicated at the end of Chapter vi. thiit no one part of the 
problem can be isol at ed from the rest . There arc to’rfiparatt'f ely few 
things the demand for which is not greatly affected by the demand 
for other things to the usefulness of which they contribute ; and it 
may even be said that the demand for the majority of articles of 
commerce is not direct but is derived from the demand for those 
commodities to the making of which they contribute, as materials or 
as implements. And again this demand, because it is so derived, 
is largely dependent on the supply of other things which will work 
with them in making those connnodities. And again the supply of 
anything available for u,so in making any commodity is apt to be 
greatly influenced by the demand for that thing derived from its 
uses in making other commodities ; and so on. These inter-relations 
can he and must be ignored in rapid and popular discussions on the 
business affairs of the world. But no study that makes any claim 
to thoroughness can escape from a close investigation of them. This 
requires many things to be borne in mind at the same time : and for 
that reason economic.s can never become a simple science.^ 

The contribution which this group of chapters aims at making 

' Numerous objeetions have tioen urged against the impotent place assigned to 
marginal costs in modern analysis. But it will ho found tl>at most of them rely on 
arguments, in which statements referring to noi-mal conditio“e end normal value arc 
controverted by statements relating to abnormal or particular conditions. 

* The reader is referred to the footnote on p. 320 with bpeoial roforenoe to the 
eompreased mathematical version of the central problem of value which begins in 
Note XIV. in the Mathematical Appendix and rulminatca ifl Note XXI, 
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covers little ground : but that ground is difficult : and we shall need v, vm, 2 . 
to work over it carefully, and from more than one point of view ; 
for it is thickly strewn with pitfalls and stumbling blocks. It deals for tieaiing 
primarily with the earnings of land, machinery, and other material with ™ 
agents of production. Its main argument applies to the earnings of 
human beings ; but they are influenced by some causes which do not monts. 
affect the earnings of material agents of production ; and the matter 
in hand is sufficiently difficult without further complicating it by side 
issues. 

§ 2. Let us begin by recalling the action of the principle of Restate, 
substitution. In the modern world nearly all the means of produc- 
tion pass through the hands of employers and other bu.sincss men, principle 
who specialize themselves in organizing the economic forces of the Itituti'on. 
population. Each of them chooses in every case those factors of 
production which seem best for his purpose. And the sum of the 
prices which he pays for those factors which he uses is, as a rule, less 
than the sum of the prices which he would have to pay for any other 
set of factors whicli could be substituted for them : for, whenever 
it appears that this is not the case, he will, as a rule, set to work to 
substitute the le.sa expensive arrangement or process.’* 

This statement is in close harmony with such common sayings 
of every-day life, as that '' everything tends to find its own level,” 
that “ most men earn just about what they are worth,” that “ if one 
man can earn twice as much as another, that shows that his work is 
worth twice as much,” that ” machinery will displace manual labour 
whenever it can do the work cheaper.” The principle does not 
indeed act without hindrance. It imiy be restricted by custom or 
law, by professional etiquette or trade-union regulation : it may be 
weakened by want of enterprise, or it may be softened by a generous 
unwillingness to part with old associates. But it never ceases to act, 
and it permeates all the economic adjustments of the modern world. 

Thus there are .some kinds of field work for which horse-power is niustra- 
clearly more suitable than steam-power, and vice versa. If we may 
now suppose that there have been no great recent improvements in 
horse or steam maehinery, and that therefore the experience of the 
past has enabled farmers gradually to apply the law of substitution ; 
then, on this supposition the application of steam-power will have 
been pushed just so far that any further use of it in the place of 
horse-power would bring no net advantage. There will however 
remain a margin on which they could be indifferently applied (as 

^ Compare V. in. 3; ami V. iv. 3, 4; and Noto Xl\'. in the ^rathomatical 
Appendix. 
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Jevons would have said) ; and on that margin the net efficiency of 
either in adding to the money value of the total product will be 
proportionate to the cost of applpng it.^ 

Similarly, if there are two methods of obtaining the same result, 
one by skilled and the other by unskilled labour, that one will be 
adopted which is the more efficient in proportion to its cost. There 
will be a margin on which either will be indifferently applied.® On 
that line the efficiency of each will be in proportion to the price paid 
for it, account being taken of the special circumstances of different 
districts and of different workshops in the same district. In other 
words, the wages of skilled and unskilled labour will bear to one 
another the .same ratio that their efficiencies Jo at the margin of 
indifference. 

Again, there will be a rivalry between hand-power and machine- 
power similar to that between two different kinds of hand-power or 
two different kinds of machine-power. Thus hand-power has the 
advantage for some operations, as, for instance, for weeding out 
valuable crops that have an irregular growth ; horse-power in its 
turn has a clear advantage for weeding an ordinary turnip field; 
and the application of each of them will be pushed in each district 
till any further use of it would bring no not advantage there. On the 
margin of indifference between hand-power and horse-power their 
prices must be proportionate to their ellicicney; and thus the 
influence of substitution will tend to e.stablish a direct relation 
between the wages of labour and the price that has to be paid for 
horse-power. 

§ 3. Asa rule many kinds of labour, of raw material, of machinery 
and other plant, and of business organization, both internal and 
external, go to the iiroduction of a commodity ; and the advantages 
of economic freedom are never more strikingly manifest than when a 
business man endowed with genius is trying experiments, at his own 
risk, to see whether some new method, or combination of old 
methods, will be more elficicnt than the old. Every business man 
indeed, according to his energy and ability, is constantly endeavour- 
ing to obtain a notion of the relative efficiency of every agent of 

* This imii'^nn will vary with local circnmstanccB, as well as with the habits, 
inclinations, and ]'osour(’<»s of mtUvidual farmers. Tho dilhculty of applying steam 
machinery in small flcldH and on rugged ground is overcome more generally in those 
districts in wliicli labour is scarce (hun in those in which it is plentiful; cs|)ecially if, 
as is probable, coal is cheaper, and tho feed of horses tioaror in tlio former than tho 
latter. 

2 Skilled manual labour being gcnorally used for special orders and for things 
of which not many ore required of the same pottern ; and unskilled labour aidc^ by 
spocialized machinery being used for others. Tho two methods ore to be seen side by 
Bide on similar work in every largo w'orkshop : but tho position of tho lino between 
them will vary a little from one workshop to another. 
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production that he employs ; as well as of others that might possibly v, vm, 4 . 
be substituted for some of them. He estimates as best he can how 
much net product {i.e. net addition to the value of his total product) 
will be caused by a certain extra use of any one agent ; net that is 
after deducting for any extra expenses that may be indirectly caused 
by the change, and adding for any incidental savings. He en- 
deavours to employ each agent up to that margin at which its net 
product would no longer exceed the price he would have to pay for it. 

He works generally by trained instinct rather than formal calcula- 
tion ; but his processes arc sid)stantially similar to those indicated 
in our study of derived demand ; and, from another point of view, 
they may be described as those which might be reaped by a complex 
and refined system of book-keeping by double entry.^ 

We have already followed some simple estimates of this sort, riiustm- 
We have noticed, for instance, how the proportion of hops and malt J”” °fy 
in ale can lie varied, how the extra price which can be got for ale by 
increasing the quantil)’ of hops in it is a rejiresentative of the causes prociuct 
which govern the demand price for hops. Assuming that no 
further troulilo or expense of any kind is involved by this additional production 
use of hops, and that the expediency of using this extra amount is wtimatod. 
doubtful, the extra value thus given to the ale is the marginal net 
product of the hops of which we are in search. In this case, as in 
most others, the not product is an improvement in quality or a 
general contribution to the value of the product ; it is not a definite 
part of the produce rvhich can be separated from the rest. But in 
exceptional instances that can be donc.^ 

§ 4. The notion of the marginal employment of any agent of tiw 
production implies a po.ssible tendency to diminishing return from 
its increased employment. dia- 

Excessive applications of any means to the attainment of any uomte 
end are indeed sure to yield diminishing returns in every branch of 
business ; and, one may say, in all the affairs of life. We may take of produo. 

tion, ia 

‘ Tlip r)iantfps, wliich Ijp dpsircs, imiy be sm-li as couUl only bo miulc on a lar^io 
Bcalc; as for iiislaiK'o tlio substituiiim of .«itc:ui)-po>4Pr for Immi-power in a certain 
factory; anil in limb caso llicro wouhl l>c n ccitniii olonumt of inicrrtnmty oikI risk 
m the Such breaches of coiitimiity arc llo\vo^ it inc\ it.tblo both in production 

and consumption if we rp^nrd tho action of sin<;lc individuula. Hut as tlicro is a 
continuous demand in a Uir^u market for hats and watches and wedding cakes, though 
no individual buys many of thorn (sco III. in. 5), so there will always bo trades in 
wliich small businesses are most economically conducted without steam-power, and 
larger businesaus witli ; vvhilo businesses of intermediate size aro on tho margin. 

Again, even in large cstahlislimeiits in uhii'li steam is already in use, there will always 
be Bomo things dono by Imnd-powor wliich nn* done by steam-power olscuhcre; oM 
BO on. 

* See p. 320, anil Mabhomiitieal Note XVI. Sco also other illustrations in V. vi., 

VII. A further illustration of the relation between tlic wages of tho marginal shephord, 
and tho net product of his labour will be worked out in detail in VI. i. 7. 
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some additional examples of a principle that has already been 
illustrated.^ In the manufacture of sewing machines some parts 
may well be made of cast iron ; for others a common kind of steel 
will suffice ; there are yet others for which a specially expensive steel- 
compound is needed ; and all parts should l)e finished off more or 
less smoothly, so that the machine may work easily. Now if any 
one devoted a disproportionate care and expense to the selection of 
materials for the less important uses, it might truly be said that that 
expenditure was j-ielding a rapidly diminishing return ; and that he 
would have done better to give some of it to making his machines 
work smoothly, or even to producing more machines : and the case 
might be even w'orse if ho dcA'oted an excessive expenditure to more 
brilliancy of finish, and put low grade metal to work for which a 
higher grade was needed. 

This consideration seems at first to simplify economic problems ; 
but on the contrary it is a chief source of difficulty and confusion. 
For though there is some analogy between all these various tendencies 
to diminishing return , they yet are not identical. Thus the dimini.sh- 
ing return which arises from an ill-proportioned application of the 
various agents of production into a particular task has little in 
common with that l)road tendency to the pressure of a crowded 
and growing population on the means of subsistence. The gi’eat 
classical Law' of Diminishing Return has its chief application, not to 
any one particular crop, but to all the chief food crops. It takes for 
granted that farmers raise, as a rule, those crops for which their land 
and other resources are best adapted, account being taken of the 
relative demands for the several crops; and that they distribute 
their resources appropriately between different routes. It does not 
attribute to them unlimited intelligence and w'isdom, but it assumes 
that, taking one with another, they have shown a reasonable amount 
of care and discretion in the distribution of these resources. It 
refers to a country the whole land of which is already in the hands of 
active busine.s.s men, who can .supplement their own ca])ital by loans 
from banks wherever they can show it is likely to be well applied ; 
and asserts that an increase in the total amount of capital applied 
to agriculture in that country will yield diminishing returns of 
produce in general. This statement is akin to, but yet quite distinct 
from, the statement that if any farmer makes a bad distribution of 
his resources between different plans of cultivation, he will get a 
markedly diminishing return from those elements of expenditure 
which he has driven to excess. 

' Soe V. XV. 4; see also the note on von Tbunon, bolow, p. 433. 
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For instance, in any given case, there is a certain proportion v.vni, 5. 
between the amounts which may with best advantage be spent on 
ploughing and harrowing, or manuring. There might be some 
differences of opinion on the matter, but only within narrow limits. 

An inexperienced person who ploughed many times over land, 
which was already in fairly good mechanical condition, while he 
gave it little or none of the manure which it was craving, would be 
generally condemned as having so over applied ploughing as to make 
it yield a rapidly diminishing return. But this result of the mis- 
application of resources has no very close connection with the 
tendency of agriculture in an old country to yield a diminishing 
return to a general increase of resources well applied in cultivation : 
and indeed exactly parallel cases can be found of a diminishing 
return to particular re.sources when applied in undue proportion, 
even in industries which yield an increasing return to increased 
applications of capital and labour when appropriately distributed. *■ 

§ 5. The part played by the net product at the margin of produc- Marginni 
tion in the modern doctrine of Distribution is apt to be misundcr- “oBt8*do 
stood. In particular many able writers have supposed that it "ot govern 
rejjrosents the marginal use of a thing as governing the value of the but aie 

' Soo above IV, iii. 8; and Carver, DutinhuUon of Wealth, ch. ii., and above 
footnotes on pp. 260, Mr. J. A. Hobson is a vigorous and suggsatlve writer on 
tho realistic and social sidos of economics : but, as a eritio of Hicardian doctrines, 
iio is perhaps apt to underrato tho diiticulty of tho problems which he discussos. He 
aiv'uos tliat if tlio marginal application of any agent of production be curtailed, that 
will 60 disorgaai7.o production that every other ogent will bo working to less effect 
than before ; and that therefore tliG total resulting lo^ will includo not only tho true 
marginal product of that agent, but also a part of the products due to the other 
agents: but ho appears to havo overlooked tho following points: — ( 1 ) Thoro are 
forces constantly at work tendins so to readjust the distribution of resources between 
their different uses, that any maladjustment will bo arrested boforo it has gone fart 
and tho argiiinent docs not profess to apply to oxcoptional casos of violent maladjust- 
ment. (2) When tho adjuetincnt is such as to givo tho host results, a slight change 
in the proportions in wdiicli they aro applied diminisiios tho oflieicncy of that adjust- 
ment by a quantity winch is very smaU relatively to that change— in technical 
language it is of " the second order of smalls ” — ; and it may therefore be noglectod 
relatively to that change. (In jnirc mathematical phrase, eihcioncy being regarded as 
a function of the proportions of tho agents ; when tho olllciency is at its maximum, 
its differential cociliccnt witli regard to any one of these proportions is zero.) A grave 
error would thoreforo liavo been involved, if any allowance had been made for those 
elements which Mr. Hobson asserts to have liecn overlooked. (3) In economics, as 
in physics, changes arc generally oontiniioiis. Convulsive cliungea may indeed occur, 
but they must bo dealt with separately : and an illustration drawn from a convulsive 
change can throw no true light on tho processes of normal steady evolution. In the 
particular problem before us, this precaution is of special importance : for a violent 
check to tlio supply of any one agent of production, may easily render the work of all 
other agents practically usolose ; an<l thereforo it may inflict a loss out of all proportion 
to the harm done by a small clieck to tho supply of that agent when applied up to 
that margin, at which them w'ns doubt whether the extra net product duo to a small 
additional application of it would bo remunerative. Tho study of changes in complex 
quantitative relations is often vitiated by n neglect of this consideration, to which 
Mr. Hobson seems to bo prone ; as indeed is instanced by his remarks on a *' marginal 
shepherd *’ in The Industrial System, p. IIO. See Professor Edgeworth's masterly 
analyses of tho two instances mentioned in this note. Quarterly Journal oj Economies, 

1004 , p. 167 ; and Scientia, 1010 , pp. 05 — 100 . 
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V. vm, 6. whole. It is not so ; the doctrine says we must go to the margin to 
slndg (he action of those forces which govern the value of the whole : 
together and that is a very different affair. Of course the withdrawal of 
by'^thr''** (say) iron from any of its necessary uses would have just the same 
Sions withdrawal from its marginal uses ; in 

of demand tlio Same Way as the pressure in a boiler for cooking under high 
™ppiy. pressure would be affected by the escape of any other steam just as 
it would by the escape of the steam in one of the safety valves : 
but in fact the steam does not escape except through the safety 
valves. In like manner iron, or any other agent of production, is 
not (under ordinary circumstances) thrown out of use except at 
points at which its use yields no clear surplus of profit ; that is, it is 
thrown out from its marginal u-ses only. 

Again, the finger of an automatic weighing machine determines, 
ill the sense of indicating, the weight sought for. So the escape of 
si earn from a safety valve, governed by a spring representing a 
pressure of a hundred pounds to the scjuarc inch, determines the 
pre.ssure of steam in the boiler, in the sense of indicating that it has 
reached a hundred pounds to the inch. The pressure is caused by 
the heat ; the spring in the valve governs the pressure by yielding 
and letting out some of the steam when its amount is so great, at the 
existing heat, as to overbear the rosi.stancc of the spring. 

Similarly, with regard to machinery and other appliances of 
production made by man, there is a margin through which additional 
supplies come in after overcoming the resistance of a spring, called 
“ cost of production.” For when the supply of those appliances is 
so snail relatively to the demand that the earnings expected from 
new supplies are more than sufficient to yield normal interest (or 
profits, if earnings of management are reckoned in) on their cost of 
production, besides allowing for depreciation, etc., then the valve 
opens, and the new supplies come in. When the earnings are le.ss 
than this, the valve remains shut : and as anyhow the existing 
supply is always in process of slow destruction by use and the lapse 
of time, the supply is always .shrinking when the valve is closed. 
The valve is that part of the machinery by which the general 
relations of demand and supply govern v.alue. But marginal uses 
do not govern value ; because they, together with value, are them- 
selves governed by those general relations. 

The torma § 6. Thus, SO long as the resources of an individual producer are 
andProRta 'n the form of general purchasing power, he will push every invest- 
directiv margin at which he no longer expects from it a higher 

applicable net retum than he could get by investing in some other material, or 



MARGINAL USES DO NOT GOVERN VALUE 341 

machine, or advertisement, or in the hire of some additional labour : v, vin, e 
every investment will, as it were, be driven up to a valve whieh 
offers to it a resistance equal to its own expanding force. If he capital; 
invests in material or in labour, that is soon embodied in some 
saleable product : the sale replenishes his fluid capital, and that 
again is invested up to the margin at which any further investment 
would yield a return so diminished as not to be profitable. 

But if he invests in land, or in a durable building or machine, but only 
the return which he gets from his investment may vary widely 
from his e.vpectation. It will be governed by the market for his 
products, which may change its character largely through new assump- 
inventions, changes in fashion, etc., during the life of a machine, pa™cular 
to say nothing of the perpetual life of land. The incomes which he emborti- 
thus may derive from investments in land and in machinery differ lapitai. 
from his individual point of view mainly in the longer life of the land. 

But in regard to jiroduction in general, a dominant difference between 
the two lies in the fact that the .supply of land is fixed (though in a 
new country, the supply of land utilized in man’s service may be 
increased) ; while the supply of machines may be increased without 
limit. And this difference reacts on the individual producer. For 
if no great new invention renders his machines obsolete, while there 
is a steady demand for the things made by them, they will be 
constantly on sale at about their co.st of production; and his 
machines will generally yield him normal profits on that cost of 
production, w ith deductions corresponding to their wear and tear. 

Thus the rate of intece.st is a ratio : and the two things which it 
connects are both sums of money. So long as capital is “ free,” and 
the sum of money or general purchasing power over which it gives 
command is known, tlie net money income, expected to be derived 
from it, can be rc]n'esented at once as bearing a given ratio (four or 
five or ten per cent.) to tliat .sum. But wdien the free capital has 
been invested in a particuhir thing, its money value cannot as a 
rule be ascertained except by capitalizing the net income which it 
will yield : ami therefore the causes which govern it are likely to be 
akin in a greater or less degree to tho.se which govern rents. 

We are thus brought to the central doctrine of this part of tup 
economics, viz. : — “That which is rightly regarded as interest on d™t™ne 
‘ free ’ or ‘ floating ’ capital, or on new investments of capital, is j,, 
more properly treated as a .sort of rent — a Quasi-mil — on old invest- phaptois. 
ments of capital. And there is no sharp line of division between 
floating cajiital and that whicli has been ‘ sunk ’ for a special branch 
of production, nor betw'een new and old investments of capital; 



342 MARGINAL COSTS IN RELATION TO VALUES 

V, VIII, 6. each group shades into the other gradually. And thus even the rent 
of land is seen, not as a thing by itself, but as the leading species of a 
large genus ; though indeed it has peculiarities of its own which are 
of vital importance from the point of view of theory as well as of 
practice.” ^ 

^ This statement is reproduced (rom the Preface to the first edition of the present 
volume. 
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MARGINAL COSTS IN RELATION TO VALUES. GENERAL 
PRINCIPLES, CONTINUED 

§ 1. The incidents of tte tenure of land are so complex : and so *• 
many practical issues connected vritt them have raised controversies The 
on side issues of the problem of value, that it will be well to supple- 
ment our previous illustration from land. We may take another rent 
from an imaginary commodity so chosen that sharp outlines can be S™ 
assigned to each stage of the problem, without inviting the objection 
that such sharp outlines arc not found in the actual relations jn an 
between landlord and tenant. Snc"7 

But before entering on this, we may prepare the way for using, as aided 
we go, illastrations drawn from the incidence of taxation to throw J’x 

° , trfttionB 

side-lights on the problem of value. For indeed a great part of drawn 
economic science is occu])ied with the diffusion throughout the [Sen™ 
community of economic changes which primarily affect some par- ‘“ra. 
ticular branch of production or consumption; and there is scarcely 
any economic principle which cannot be aptly illustrated by a 
discussion of the shifting of the effects of some tax “ forwards,” i.e. 
towards the ultimate consumer, and away from the producer of raw 
material and implements of production; or else in the opposite 
direction, “ backwards.” But especially is this true of the class of 
problems now under discussion.^ 

It is a general principle that if a tax impinges on anything Shifting 
used by one set of persons in the production of goods or services to InTSalk. 
be disposed of to other persons, the tax tends to check production, "(wds. 
This tends to shift a large jiart of the burden of the tax forwards on 
to consumers, and a small part backwards on to those who supply the 
requirements of this set of producers. Similarly, a tax on the con- 
sumption of anything is shifted in a greater or less degree backwards 
on to its producer. 

For instance, an unexpected and heavy tax upon printing would incidence 
strike hard upon those engaged in the trade, for if they attempted 
to raise prices much, demand would fall off quickly : but the blow i“g. 

' The Buliatftncc ol this section is re]irodiicc(l from iinswcrs to quostlone proposed 
by the Boyal Commission on Local Taxation. See [C. iiSSS], 1899, pp. 112-126. 
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V. IX, 1. would bear uncvealy on various classes engaged in the trade. Since 
printing machines and compositors cannot easily find employment 
out of the trade, the prices of printing machines and wages of 
compositors would be kept low for some time. On the other hand, 
the buildings and steam engines, the porters, engineers, and clerks 
would not wait for their numbers to be adjusted by the slow process 
of natural decay to the diminished demand ; some of them would be 
quickly at work in other trades, and very little of the burden would 
stay long on those of them who remained in the trade. A consider- 
able part of the burden, again, would fall on subsidiary industries, 
such as those engaged in making jiaper and ty])e ; because the market 
for their pioducts would be curtailed. Authors and publishers woulil 
also suffer a little; because they would be forced cither to raise the 
price of books, with a consequent diminution of sales, or to see a 
greater proportion of their gross receipts swallowed up by costs. 
Finally, the total turnover of the booksellers would diminish, and 
they would suffer a little. 

A local So far it has been as,sumed that the tax spreads its net very 

jwfntmg. covers ever}' place to which the printing industry in 

question could be easily transferred. But, if the tax were only local, 
the compositors would migrate beyond its reach ; and the owners 
of printing houses might bear a larger and not a smaller jiroportionate 
share of the burden than those who.se resources were more specialized 
but more mobile. If the local tax were uncompensated by any 
effect which tended to attract population, part of the burden would 
be thrown on local bakers, grocers, etc., whose sales would be 
diminished. 

A tax on Next suppose the tax to be levied on printing presses instead 
of on printed matter. In that case, if the printers had no .semi- 
obsolete presses which they were inclined to destroy or to leave idle, 
the tax would not strike marginal jiroduction ; it would not imme- 
diately affect the output of printing, nor therefore its price. It 
would merely intercept some of the earnings of the presses on the 
way to the owners, and lower the quasi-rents of the presses. But it 
would not affect the rate of net profits which was needed to induce 
people to invest fluid capital in presses : and therefore, as the old 
presses wore out, the tax would add to marginal expenses, that is to 
expenses which the producer was free to incur or not as he liked, and 
which he was in doubt whether to incur. Therefore the supply of 
printing would be curtailed ; its price w'ould rise : and new presses 
would be introduced only up to the margin at which they would 
be able, in the judgment of printers generally, to pay the tax and yet 
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yield normal profits on the outlay. When this stage had been v, nc, s. 
reached the distribution of the burden of a tax upon presses would 
henceforth be nearly the same as that of a tax upon printing ; 
excepting only that there would be more inducement to get a great 
deal of work out of each press. For instance more of the presses 
might be made to work double shifts ; in spite of the fact that night 
work involves special expenses. 

We now pass to apply these principles of shifting of faxes to our 
main illustration. 

§ 2. Let us suppose that a meteoric .shower of a few thousand a hmitmi 
large stones harder than diamonds fell all in one place ; so that they “orRO 
were all picked up at once, and no amount of search could find any 
more. These stones, able to cut every material, would revolu- than 
tionize many branches of industry ; and the owners of them would 
have a differential advantage in production, that would afford a 
large producer’s surplus. This surplus would be governed wholly 
by the urgency and volume of the demand for their services on the 
one hand and the number of the atones on the other hand : it could 
not bo affected by the cost of obtaining a further supply, becau.se. 
none could be had at any price. A cost of production might indeed 
influence their value indirectly : but it would be the cost of tools 
made of hard steel and other materials of which the supply can be 
increased to keep pace with demand, flo long as any of the stones 
were habitually used by intelligent producers for work which could 
lie done equally well by such tools, the value of a stone could not 
much exceed the cost of producing tools (allowance being made for 
wear and tear) equally efficient with it in the.se inferior uses. 

The stones, being so hard as not to be affected by wear, would 
probably be kept in operation during all the working hours of the 
day. And if their services were very valuable, it might be worth 
while to keep people working overtime, or even in double or triple 
shifts, in order to extract the utmo.st .service from them. But the 
more intensively they tverc applied, the less net return would bo 
reaped from each additional service forced from them ; thus illustrat- 
ing the law that the intensive working not only of land, but of every 
other appliance of production is likely to yield a diminishing return 
if pressed far enough. 

The total supply of .stones is fixed. But of course any particular , 
manufacturer might obtain almost as many ns he liked to pay for ; wuui.i < 1 - 
and in the long run he would expect his outlay on them to be returned }* y,,!!''™" 
with interest (or profits, if the remuneration for his own work "**'■ 5 ™* 
■were not reckoned separately), just in the same way as if he were 
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buying machinery, the total stock of which could be increased 
indefinitely, so that its price conformed pretty closely to its cost of 
production. 

But when he had once bought the stones, changes in the processes 
of production or of demand for the things made by their aid, might 
cause the income yielded by them to become twice as great or only 
half as great as he had expected. In the latter case it would 
resemble the income derived from a machine, which had not the 
latest improvements and could earn only half as much as a new 
machine of equal cost. The values of the stone and of the machine 
alike would be reached by capitalizing the income which they were 
capable of earning, and that income would be governed by the net 
value of the services rendered by them. The income earning 
power and therefore the value of each would be independent of its 
own costs of production, but would be governed by the general 
demand for its products in relation to the general supply of those 
products. But in the case of the machine that supply would be 
controlled by the cost of supply of new machines equally efficient 
with it ; and in the case of the stone there would be no such limit, 
so long as all the stones in existence were employed on work that 
could not be done by anything else. 

This argument may be put in another way. Since any one, who 
bought .stones, would take them from other producers, his j)uichii.''(' 
would not materially affect the general relations of demand for the 
services of the stones to the .supply of those services. It would luit 
therefore affect the price of the stones; which would .still be the 
capitalized value of the services which they rendered in those uses, in 
which the need for them was the least urgent : and to say that the 
purchaser expected normal interest on the price which represented 
the capitalized value of the services, would be a circular statemeni 
that the value of the services rendered by stones is governed by the 
value of those very services.^ 

* Such circular roasoninga tiro BomolimoH nonriy linrmloss : but lliry always tfiid 
to overlay and hide tho real issurs. And tlioy aic somrtixncs opplird to illrgitiniolf' 
U 80 B by company promoterb; iind by ad^Ol'Rt^8 of hpciinl interests, ^ho dtsiio lo 
influonce Iho courso of legislation in Iheir own fn\our. l*'oi iUHtiinoc a somi-niono 
polistic bueuess aggregation or trust is often “ o\Gr-cBpitalizLd.’* To effect this n 
timo is chosen, at which tho branch of production with which it is concerned is abnoini- 
ally prosperous : when perhaps some solid firms arc earning dhy per cent, net on llini 
capital in a single year, and thus making up for lean years past and to come in vliii li 
thoir receipts will do little more then wver prime costs. Financiers connected with 
the flotation sometimes even arrsngo that tho buhincsscs to bo offered to the ptibltc 
shall have a good many orders to fill at sjMX'ially favourable prices : tho loss falling i n 
themselves, or on other companies which they control. The gains to bo socund bv 
semi-monopolistic selling, and possibly by some further economics in production aio 
emphasised : and tho slock of the trust is absorbed by tho public. If ultimate )> 
objection to the conduct of the trust is raised , and especially to the strengthening of it b 
semi-monopolistic position by a high tariff or any other public favour, tho answer is 
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Next let us suppose that the stones were not all found at once v, nc, 3 . 
but were scattered over the surface of the earth on pubUc ground, Noxmp- 
and that a laborious search might expect to be rewarded by finding po™ that 
one here and there. Then people would hunt for the stones only up ^ stones'^ 
to that point, or margin, at which the probable gain of so doing would 
in the long run just reward the outlay of labour and capital involved ; slowly 
and in the long run, the normal value of the stones would be such as 
to maintain equilibrium between demand and supply, the number 
of the stones gathered annually being in the long run just that for 
which the normal demand price was equal to the normal supply 
price. 


Finally, let us bring the case of the stones into accord with and lastly 
that of the lighter machinery and other plant ordinarily used in 
manufacture, by supposing that the stones were brittle, and were 
soon destroyed ; and that an inexhaustible store existed from which and that 
additional supplies could be obtained quickly and certainly at 
nearly uniform cost. In this case the value of the stones would «<»•« out. 
always correspond closely to that cost ; variations in demand 
would have but little influence on their price, because even a slight 
change in price would quickly effect a great change in the stock of 
them in the market. In this case the income derived from a stone 


(allowance being made for wear-and-tear) would always adhere 
closely to interest on its coat of production. 

§ 3. This series of hypotheses stretches continuously from the Tho above 
one extreme in which the income derived from the stones is a rent 
in the strictest sense of the term, to the other extreme in which it is begma 
to be classed rather with interest on free or floating capital. In the proper, 
first extreme case the stones cannot be worn out or destroyed, and 
no more can be found. They of course tend to be distributed among 
the various uses to which they are applicable in such a way that there 
is no use to which an increased supply of them could be applied, 
without taking them away from some other use in which they were 
rendering net services at least as valuable. These margins of 
application of the several uses are thus governed by the relation in 
which the fixed stock of stones stands to the aggregate of demands 
for them in different uses. And the margins being thus governed, 
the prices that will be paid for their use are indicated by the value 
of the services which they render at any one of those margins. 


t iven that ihd ahnroholders are receiving but a modorato return on tlioir invostments* 
ach cases are not uncommon in America. In this country a more moderate watering 
of the stock of Bomo railways has been occasionally used indirectly as a dofonco of tho 
sharoholdora against a lowering of rates* that threatens to reduce dividends on inflated 
capital below what would be a fair return on solid capital. 
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V, rx, 3. A uniform tax on them, collected from the user, will lower their 

and in tiiia scrvice in each use by the same amount : it will not affect their 
oBse a tax distribution between several uses ; and it will fall wholly on the 
rauh™ owner, after perhaps some little delay caused by a frictional resist- 
owners. readjustments. 

At the At the opposite extreme of our chain of hypotheses, the stones 
treme are pcrish SO quickly, and arc so quickly reproduced at about a uniform 
kTrSose variations in the urgency and volume of the uses to which 

to interest the stones Can be put will be followed so promptly by changes in the 
(mmonct** stoclc of them available, that those services can never yield much 
cost of niore or much less than normal interest on the money cost of obtaining 
anti'^her^” additional stones. In this case a business man, when making his 
up^on estimates for the cost of any undertaking in which stones will be 
users. used, may enter interest (or if he is counting his own work in, profits), 
for the time during which those stones will be used (together with 
wear-and-tear), as part of the prime, special, or direct expenses of his 
undertaking. A tax on the stones under these conditions would fall 
entirely on any one who even a little while after the tax had come 
into force, gave out a contract for anything in making which the 
stones would be used. 

Intor- Taking an intermediate hypothesis as to the length of life of the 
st^os!* stones and the rapidity with which new supplies could be ol>taincd ; 
we find that the charges which the borrower of stones must expect 
to pay, and the revenue which the owner of the stones could reckon 
on deriving from them at any time, might temporarily diverge some 
way from interest (or profits) on their cost. For changes in the 
urgency and volume of the uses to which they could be applied, 
might have caused the value of the services rendered by them in 
their marginal uses to ri.se or fall a great deal, even though there 
had been no considerable change in the difficulty of obtaining them. 
And if this rise or fall, arising from variations in demand, and not 
from variations in the cost of the stones, is likely to be great during 
the period of any particular enterprise, or any particular problem of 
value that is under di.scussion ; then for that discussion the income 
yielded by the stones is to be regarded as more nearly akin to a rent 
than to interest on the cost of producing the stones. A tax upon the 
stones in such a case would tend to diminish the rental which 
people would pay for their use, and therefore to dimini.sh the induce- 
ments towards investing capital and effort in obtaining additional 
supplies. It would therefore check the supply, and compel those 
who needed the stones to pay gradually increasing rentals for their 
use, up to the point at which the rentals fully covered the costs of 
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producing the stones. But the time needed for this re-adjustment v, ix. 3. 
might be long : and in the interval a great part of the tax would fall 
upon the owners of the stones. 

If the life of the stones was long relatively to that process of Prime 
production in which the stones were used which was under discussion, ™|’ft,veiy 
the stock of stones might be in exce.ss of that needed to do all the to long 
work for which they were specially fitted. Some of them might be become 
lying almost idle, and the owner of these .stones might make up his 
estimate of the marginal price for which he w as just willing to work relatively 
without entering in that estimate intere.st on the value of the stones. ® 

That is to say, some costs which would have been classed as prime 
costs in relation to contracts, or other affairs, which lasted over a 
long period, would be classed as supplementary costs in relation to a 
particular affair which would last but a short time, and which 
came under consideration when business was slack. 

It is of course just as essential in the long run that the price 
obtained should cover general or supjrlementary costs as that it 
should cover prime costs. An indu.stry will be driven out of existence 
in the long run as certainly by failing to return even a moderate 
interest on capital invested in steam engines, as by failing to replace 
the price of the coal or the raw material used up from day to day : 
just as a man’s work will be stopped as certainly by depriving him of 
food as by putting him in chains, But the man can go on working 
fairly well for a day without food ; while if he is put in chains the 
check to his work comes at once. So an industry may, and often 
does, keep tolerably active during a whole year or even more, in 
which very little is earned beyond prime costs, and the fixed plant 
has “ to work for nothing.” But when the price falls so low that 
it does not pay for the out of pocket expenses during the year for 
wages and raw material, for coal and for lighting, etc., then the 
production is likely to come to a sharp stop. 

This is the fundamental difference between those incomes yielded and there 
by agents of production which are to be regarded as rents or quasi- sponding' 
rents and those v liieh (after allowing for the replacement of wear- 
and-tear and other destruction) may be regarded as interest (or interest on 
profits) on current investments. The difference is fundamental, but 
it is only one of degree. Biology tends to show that the animal and ^ 
vegetable kingdoms have a common origin. But yet there are capital, 
fundamental differences between mammals and trees; while in a 
narrower sense the differences between an oak tree and an apple tree 
are fundamental ; and so are in a still narrower sense those between 
an apple tree and a rose bush, though they are both classed as 
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V, a, i. TosaceoB. Thus our central doctrine is that interest on free capital 
and quasi-rent on an old investment of capital shade into one another 
gradually ; even the rent of land being not a thing by itself, but the 
leading species of a large genus.^ 

Kconoraics § 4. Again, puTC elements are seldom isolated from all others by 
nature either in the physical or moral world. Pure rent in the strict 
sense of the term is scarcely ever met with : nearly all income from 
element^”' land Contains more or less important elements which are derived 
they wo efforts invested in building houses and sheds, in draining the 

rarely land and so on. But economists have learnt to recognize diversity 
imtulp. of nature in those composite things to which the names of rent, 
profits, wages etc. are given in poymlar language ; they have learnt 
that there is an clement of true rent in the composite product that is 
commonly called wages, an element of true earnings in what is 
commonly called rent and .so on. They have learnt in .short to 
follow the example of the chemist who .seeks for the true properties 
of each element ; and who is thus prepared to deal with the common 
oxygen or soda of commerce, though containing admixtures of other 
elements.** 

They recognize that nearly all land in actual use contains an 
element of capital ; that separate reasonings are required for those 
parts of its value which are, and those which are not, due to efforts 
of man invested in the land for the purpo.ses of production ; and that 
the re.sults of these reasonings must be combined in dealing with 
any particular case of that income which commonly goes by the 
name “ rent,” but not all of w'hich is rent in the narrower sense of 
the terra. The manner in which the reasonings are to be combined 
depends on the nature of the problem. Sometimes the mere 

^ Sop ttbovp, p. 311-2. 

* I'rofeabor IVttur seem? to i^?norc this losson in nn article on “ TIic i>aabi'nK of the 
concept of rent " in the QurtWerfy Journal vj £com;mics. May lOUl, p, 413; whoio he 
ar^ucB that " if only tliosi' tlun^'S whioli owe nolhing to labour arc ulasacd us land, and 
if it Ib then nhown that tliorc is no maturiul thing in settled rountrioB of w Inch this lan 
1)0 said, it follows that overythirm must bo rluHscd as capitol." A;:um'lio Qp])<’ars 
to have miHHed the true import of the doctrines which he assails, when he argues [tb. 
pp. 423-3) against ** Extension as the fimilumcntal attnliuto of land, and the basis 
of rent.” The fact is that ita extension (or rather the appregatc of “ its spacf* 
relations ”) ib tlu* chief, thou);h not the only properly of iuzid, Vi Inch cauacs the income 
derived from it (in on old country) to contain a large element of true rent : and that 
t)ic elemmt of true rent, which existn m the income derived from land, or the rent of 
laml in the popular use of the term, ia in practice bo much more importont than any 
others that it has given a special character to the historical development of tlio 
Theory of Bent (see above, p. 123). If meteoric stones of absolute hardness, m high 
demam and incapable of incrcaac, hod played a more important part in the economic 
history of the world than land, then the rlemcnts of true rent which attracted the chief 
attention of atudenis, would have been aBsociated with the property of liardncss; 
and this would have pvon a special tone and character to the development of the 
Theory of Kent. But neither extension nor hardness is a fundamental attribute 
of all things which yield a true rent. Professor Fetter seems also to have missed the 
pomt of the central doctrine as to rents, quasi -rents and interest, given above. 
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mechanical “ composition of forces ” suffices ; more often allowance v, k, e. 
must be made for a quasi-chemical interaction of the various forces ; — 

while in nearly all problems of large scope and importance, regard 
must be had to biological conceptions of growth. 

§ 5. Finally a little may be said on a distinction that is sometimes Tiie 
made between “ scarcity rents ” and “ differential rents.” In a sense between”" 
all rents are scarcity rents, and all rents arc differential rents. But (Uffeientiai 
in some cases it is convenient to estimate the rent of a particular 
agent by comparing its yield to that of an inferior (perhaps a mar- 
ginal) agent, when similarly worked with appropriate appliances, mental. 
And in other cases it is best to go straight to the fundamental 
relations of demand to the scarcity or abundance of the means for the 
production of those commodities for making which the agent is 
serviceable. 

Suppose for instance that all the meteoric stones in existence 
were equally hard and imperishable; and that they were in the 
hands of a single authority : further that this authority decided, 
not to make use of its monopolistic power to restrict production so 
as to raise the price of its services artificially, but to work each of 
the stones to the full extent it could be profitably worked (that is up 
to the margin of pressure so intensive that the resulting product could 
barely be marketed at a price which covered, with profits, its 
expenses without allowing anything for the use of the stone). Then 
the price of the services rendered by the stones would have been 
governed by the natural scarcity of the aggregate output of their 
services in relation to the demand for those services; and the 
aggregate surplus or rent would most easily be reckoned as the 
excess of this scarcity price over the aggregate expenses of working 
the stones. It would therefore generally be regarded as a scarcity 
rent. But on the other hand it could have been reckoned as the 
differential excess of the aggregate value of the net services of the 
stones over that which would have been reached if all their uses had 
been as unproductive as their marginal uses. And exactly the 
same would Im true if the stones were in the hands of different 
producers, impelled by competition with one another to work each 
stone up to the margin at which its further use ceased to be profitable. 

This last instance has been so chosen as to bring out the fact 
that the “ differential ” as well as the “ scarcity ” routes for estimat- 
ing rent arc independent of the existence of inferior agents of 
production : for the differential comparison in favour of the more 
advantageous uses of the stones can be made by reference to the 
marginal uses of good stones, as clearly as by reference to the use of 
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inferior stones \vbich are on the margin of not being worth using 
at all. 

In this connection it may be noted that the opinion that the 
existence of inferior land, or other agents of production, tends to 
raise the rents of the better agents is not merely untrue. It is the 
reverse of the truth. For, if the bad land were to be flooded and 
rendered incapable of producing anything at all, the cultivation of 
other land would need to be more intensive; and therefore the 
price of the product would be higher, and rents generally would be 
higher, than if that land had been a poor contributor to the total 
stock of produce. 1 

‘ Compare Uaaael, Dfin Reclil nuj den wllen ArbeitMerlrag, p. 81. 

The many misconcoptiona, that have ap|>earcd in the writincs even of able econo- 
mists, as to the nature of a quasi-rent, seem to arise from an inadequate attention to 
the difTeronccs between sliort periods and long in regartl to value and costs. Thug it 
has been said that a quasi-rent is an imnecessary profit,” and that it is " no part of 
cosb." Quasi-rent is correctly described as an unnecessary )>rofit in regard to short 
periods, because no ** special ” or “ prime ” costs have to he iricurrofl for tlie production 
of a machino tliat, by hypothecs, in already imide and waiting for it.s work. Rut It is u 
necessary profit in recaril to those other (supplcmeniary) costs wliich must be ini'urred 
in the long run in addition to prime costs; and wliich in some industricH, as fui 
instanco sub-marine telegraphy, are very mindi more important tiiuii prime costs, 
lb is no part of cost uiulor any conditions : but the eonlidenb expeetuiion of coming 
quasi -rents is a necessary condition for the investment of (iipiiul m nmcliinery, and for 
the incurring of supplementary costs generally. 

Again a <{uasi-rent has been doacTibinl ns a sort oi ” conjuncture '* or " oppor- 
tunity *' profit: and, almost in tbo same breath, as no profit or interest at all, but 
only a rent. For the time being, it is a conjuncture or opportunity income : wliilo 
in the long run it is expected to, and it generally does, yield a normal rate of interest 
(or tf earnings of management are coiintinl in, of profit) on the free capital, repre- 
sented by a doHnito sum of money that was investra in producing It. ny definition 
the rate of interest is a percentage; that is a relation between two numbers (see 
above, p. 3-*l ). A machino is nob a number : its value may be a certain number of 
pounds or dollars : but that valuo is estimated, unless tlic machino be a new one, 
as the aggregate of its (discounted) earnings, or quasi-rents. If the machine is 
now, its makers have calculated tliat this aggregate will appear to probable purelmscrs 
as tho equivalent of a price which will repay the makers for it : in that case therefore 
it is as a rule, both a cost price, and a price which represents an aggregate of (discountcfl ) 
future incomes. But when the machine is old and partially obsolete in pattern, thrre 
is no close relation between its value and its cost of production : its value is tlion simply 
the aggregate of the discounted values of tho future quasi-ronts, which it is expected 
to earn. 



CHAPTER X 

MARGINAL COSTS IN RELATION TO AGRICULTURAL VALUES 

§ 1. We now pass from general considerations to those relating to v, x, i. 
land ; and we begin with those specially applicable to agricultural 
land in an old country. tiir»i pro- 

Suppose, that a war, which was not expected to last long, were mineral In 
to cut off part of the food supplies of England. Engli.shmen would 
set themselves to raise heavier crops by sueli extra application of 
capital or labour as was likely to }ncld a speedy return : they w'ould 
consider tlie results of artificial mamu-es, of the u.se of clod-crushing 
machines, and so on; and the more favourable these results were, 
the less would Ije the rise in the price of produce in the coming year 
which they regarded as necessary to make it worth their while to 
incur additional outlay in these directions. But the war would 
have very little effect on their action as to those improvements 
which would not bear fniit till it was over. In any inquiry then as 
to the causes that will determine the prices of corn during a short 
period, that fertility which the soil derives from slowly made im- 
provements has to be taken for granted as it then is, almost in the 
same way as if it had been made by nature. Thus, the income 
derived from those permanent improvements gives a surplus above 
the ‘prime or spcrkil costs needed for raising extra produce. But 
it is not a true surplus, in the same sense that rent proper is ; i.e. it 
is not a surplus above the total costs of the produce : it is needed to 
cover the general c.xpenscs of the busine.ss. 

To speak more exactly If the extra income derived from 
improvements that have lieen made in the land by its individual 
owner is so reckoned as not to include any benefit which would have 
been conferred on the land by the general progress of society inde- 
pendently of his efforts and sacrifices ; then, as a rule, the whole of 
it is required to remunerate him for those efforts and sacrifices. He 
may have underestimated the gains which will result from them ; 
but he is about equally likely to have made an overestimate. If he 
has estimated them rightly, his interest has urged him to make the 
investment as .soon as it showed signs of being profitable : and in the 
absence of any special reason to the contrary wc may suppose him 
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to have done this. In the long run, then, the net returns to the 
investment of capital in the land, taking successful and unsuccessful 
returns together, do not afford more than an adequate motive to 
such investment. If poorer returns had been expected than those on 
which people actually based their calculations, fewer improvements 
would have been made. 

That is to say for periods which are long in comparison with 
the time needed to make improvements of any kind, and bring them 
into full operation, the net incomes derived from them are but the 
price required to be paid for the efforts and sacrifices of those who 
make them : the cxjienses of making them thus directly enter into 
marginal expenses of production, and take a direct part in governing 
long-period supply price. But in short periods, that is, in periods 
short relatively to the time required to make and bring into full 
bearing improvements of the class in question, no such direct 
influence on supply price is exercised by the necessity that sueh 
improvements should in the long run yield net incomes sufficient to 
give normal profits on their cost. And therefore when we are 
dealing with such periods, these incomes may be regarded as quasi- 
rents which depend on the price of the prorluce.^ 

We may conclude then (1) The amount of produce raised, and 
therefore the position of the margin of cultivation (i.e. the margin of 
the profitable application of capital and labour to good and bad land 
alike) are both governed by the general conditions of demand and 
supply. They are governed on the one hand by demand; that is, 
by the numbers of the population who consume the produce, the 
intensity of their need for it, and their means of paying for it ; and 
on the other hand by supply; that is, by the extent and fertility of 
the available land, and the numbers and resources of those ready to 
cultivate it. Thus cost of production, eagerness of demand, margin 
of production, and price of the produce mutually govern one another : 
and no circular reasoning is involved in speaking of any one as in 
part governed by the others. (2) That part of the produce wdiich 


* Of Coal’S!’ the chorat-Lor and extent of the improvements depends partly on the 
conditions of land tenure, and the enterprise and ability and command o'vor capital 
on the part of landlords and tenants which existed at the time and place in question. 
In this connection wo sliall find, when we come to study laud tenure, that thoio uro 
largo allowances to bo made for the special conditions of different places. 

It may be noted, however, that rent proper is estimated on the understanding that 
the original properties of the soil are unimpaired. And wlicti the income derived from 
improvements is regarded as a quosi-rcnt, it is to bo understood that they are kept up 
in full cUlciency : if they are being deteriorated, the equivalent of the injury done to 
them must bo deducted from tho income they aro made to yield before we can arrive 
ot that Ket income which is to be regarded as their quasi^rent. 

Tliat port of the income which is required to cover wcar*and*tear bcai'S some 
resemblance to a royalty, which does no more than cover tho injury done to a mine by 
taking ore out of it. 
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goes as rent is of course thrown on the market, and acts on prices, v. x, 2 . 
in just the same way as any other part. But the general conditions — 
of demand and supply, or their relations to one another, are not 
affected by the division of the produce into the share of rent and the 
share needed to render the fanner’s expenditure profitable. The 
amount of that rent is not a governing cause ; but is itself governed 
by the fertility of land, the price of the produce, and the position 
of the margin : it is the excess of the value of the total returns which 
capital and labour apjJied to land do obtain, over those which they 
would have obtained under circumstances as unfavourable as those 
on the margin of cultivation. (3) If the cost of production were 
estimated for ])arta of the produce which do not come from the 
margin, a charge on account of rent would of course need to be 
entered in this estimate: and if this estimate were used in an 
account of the caus('s uhich govern the price of the produce; then 
the I’casoniiiK would be ciiTular. For that, which is wholly an effect, 
would be reckoned up as jiart of the cau.so of those things of which it 
is an elTecl. (1) 'I’he cost of production of the marginal produce 
can be asoertained without reasoning in a circle. The cost of pro- 
duction of other parts of the produce cannot. The cost of production 
on the margin of the profitable application of capital and labour is 
that to which the price of the whole produce tends, under the control 
of the general conditions of demand and supply : it does not govern 
price, but it focuses the causes which do govern price. 

§ 2. It has sometimes been suggested that if all land were equally srorcity 
advantageous and all u ere occupied, the income derived from it oquoutli!*" 
would ])artake of the nature of a monopoly rent : but this seems ot fertility 
to be an error. Of course the landowners might conceivably f^rent?* 
combine to stint production, whether their properties were of equal 
fertility or not; the raised prices which would thus be obtained 
for the jiroducc would be monopoly prices ; and the incomes of the 
owners would be monopoly revenues rather than rents. But, with 
a flee market, the revenues from land would be rents, governed by 
the .same causes and in the same way in a country where the land was 
all of equal advantage, as in tho.se where good and bad land W'ere 
intermingled.^ 

It is, indeed, tnie that if there were more than enough land, all 
of about the same fertility, to enable everyone to have as much of it 
as was needed to give full scope to the capital he was prepared to 
apply to it, then it could yield no rent. But that merely illustrates 
the old paradox that water, when abundant, has no market value : 

* Compare V. ix. 6. 
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for though the services of some part of it are essential to support life, 
yet everyone can get without effort to that margin of satiety at 
which any further supplies would be of no service to him. AVhen 
every cottager has a well from which he can draw as much water as 
he needs, with no more labour than is required at his neighbour’s 
well, the water in the well has no market value. But let a drought 
set in, so that the shallow wells are exhausted, and even the deeper 
wells are threatened, then the owners of those wells can exact a 
charge for every bucket which they allow anyone to draw for his own 
use. The denser population becomc.s, the more numerous will be 
the occasions on which such charges can be made (it being supposed 
that no new wells are developed) : and at last every owner of a 
well may find in it a permanent source of revenue. 

In the same way the scarcity value of land in a new country 
gradually emerges. The early settler exercises no exclusive pri vilege, 
for he only does what anyone else is at Iil)erty to do. He under- 
goes many hardships, if not personal dangers ; and perhaps he runs 
some risks that the land may turn out badly, and that he may have to 
abandon his improvements. On the other liand, his venture may 
turn out well; the flow of population may trend his way, and the 
value of his land may soon give as large a surplus over the normal 
remuneration of his outlay on it as the fishennen’s haul does when 
they come home with their boat full. But in this there is no surplus 
above the rewards needed for his venture. He has engaged in a 
risky business which was open to all, and his energy and good 
fortune have given him an exceptionally high reward : anyone else 
might have taken the same chance as he did. Thus the income 
which he expects the land to afford in the future enters into the 
calculations of the settler, and adds to the motives which determine 
his action when in doubt as to how far to carry his enterprise. He 
regards its ‘‘ discounted value ” ^ as profits on his capital, and as 
earnings of his own labour, in so far as his improvements are made 
with his own hands. 

A settlor often takes up land with the expectation that the pro- 
duce which it affords while in his possession, will fall short of an 
adequate reward for his hardships, his labour and his expenditure. 
He looks for part of his reward to the value of the land itself, which 
he may perhaps after a while sell to some new-comer who has no 
turn for the life of a pioneer. Sometimes even, as the British farmer 
learns to his cost, the new settler regards his wheat almost as a 
by-product ; the main product for which he works is a farm, the 

' Compare III. v. 3 and V. iv. 2. 
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title-deeds to wliicli he will earn by improving the land : he reckons v, x, 3 . 
that its value will steadily rise, not through his own efforts so much 
as through the growth of those comforts and resources, and of those 
markets in which to buy and in which to sell, that are the product 
of the growing public prosperity. 

This may be put in another way. People are generally unwilling 
to face the hardships and isolation of pioneer agriculture, unleiss they 
can look forward with some confidence to much higher earnings, 
mea.sured in terms of the necessaries of life, than they could get at 
home. Miners cannot be attracted to a rich mine, isolated from other 
conveniences and varied social opportunities of civilization, except 
by the promise of high wages : and those who superintend the 
investment of their own capital in such mines expect very high 
profits. For similar reasons pioneer farmers require high aggregate 
gains made up of receipts for the sale of their produce, together with 
the acquisition of valuable title-deeds, to remunerate them for their 
labour and endurance of hardships. .(Vnd the land is peopled up to that 
margin at which it j u.st yields gains adequate for this purpose, without 
leaving any surplus for rent, when no charge is made for the land. 

When a charge is made, immigration spreads only up to that margin, 
at which the gains will leave a surplus, of the nature of rent, to 
cover such charges, in addition to rewarding the pioneer’s endurance. 

!; 3. M’ith all this it is to be remembered that land is but a Land i-. 
particular form of capital from the point of view of the individual 
producer. The question whether a farmer has carried his cultiva- 
tion of a particular piece of land as far as he profitably can; and indi\iduni 
whether he should try to force more from it, or to take in another 
piece of land ; is of the same kind as the question whether he should 
buy a new plough, or try to get a little more work out of his present 
stock of ploughs, using them sometimes when the soil is not in a very 
favourable condition, and feeding his horses a little more lavishly. 

He weighs the net product of a little more land against the other 
uses to which he could put the capital sum that he would have to 
expend in order to obtain it : and in like manner he weighs the net 1 
product, to be got by working his ploughs under unfavourable circum- 
stances, against that got by increasing his stock of ploughs, and thus 
working under more favourable conditions. That part of his pro- 
duce which he is in doubt whether to raise by extra use of his existing 
ploughs, or by introducing a new plough, may be said to be derived 
from a marginal use of the plough. It pays nothing net {i.e. nothing 
beyond a charge for actual wear-and-tear) towards the net income 
earned by the plough. 
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So again a manufacturer or trader, owning both land and build- 
ings, regards the two as bearing similar relations to bis business. 
Either will afford him aid and accommodation at first liberally; 
and afterwards with diminishing return, as he endeavours to force 
more and more from them ; till at last he will doubt whether the 
overcrowding of his workshops or his storerooms is not so great a 
source of trouble, that it w'ould answer his purpose to obtain more 
space. And when he eomes to decide whether to obtain that space 
by taking in an extra piece of land or by building his factory a floor 
higher, he weighs the net income to be derived from further invest- 
ments in the one against that to be derived from the other. That 
part of his production which he just forces out of his existing 
appliances (being in doubt whether it would not be better worth Ids 
while to increase those appliances than to work so intensively those 
which he has), docs not contribute to the net income which those 
appliances yield him. This argument says nothing as to whether the 
appliances were made by man, or part of a stock given by nature ; 
it applies to rents and quasi-rents alike. 

But there is this difference fi’om the point of view of society. 
If one person has possession of a farm, there is less land for others to 
have. His use of it is not in addition to, but in lieu of the u.se of a 
farm by other people : whereas if ho invests in improvements of land 
or in buildings on it, he will not appreciably curtail the opportunities 
of others to invest capital in like improvements. Thus there is like- 
ness amid unlikeness between land and appliances made by man. 
There is unlikeness because land in an old country is approximately 
(and in some senses absolutely) a ‘permanent and fixed stock : while 
appliances made by man, whether improvements in land, or in 
buildings, or machinery, etc., are a flow capable of being increased or 
diminished according to variations in the effective demand for the 
products which they help in raising. So far there is'unlikene.ss. 
But on the other hand there is likeness, in that, since some of them 
cannot be produced quickly, they are a practically fixed stock for 
short periods : and for those periods the incomes derived from them 
stand in the same relation to the value of the products raised by 
them, as do true rents.^ 

^ The relations between rent and profits cnfiafiod the ali(>ntiuii of llio economists 
of the last generation; among whom may be specially mcntionocl Senior and 
Hermann and Mangoldt. Senior soeined almost on the point of i>crceiving that 
the key of the difficulty was hold by tho clement of time: but hero as olseu Iwit 
he rontented himself with Buggestione; he did not work them out. Ho says {Pvhliail 
Economy^ p, 129), “ for all useful purposes the distinction of profits from rent 
as soon as the capital from which a pven revenue arises has become, whether hy gift 
or by inheritance, tho property of a person to whose abstinence nnd exertions it did 
not owe its creation.” Again, Mill says, Folitical Economyt Look Jii, ch. v. § 4, ” Any 
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§ 4. Let US apply these considerations to the supposition that a v. x, 4. 
permanent tax is to be levied on “ com,” in the sense in which it was 
used by the classical economists as short for all agricultural produce, 

It is obvious that the farmer would try to make the consumer pay ultimate 
some part at least of the tax. But any rise in the price charged to o“°a'*tBx* 
the consumer would check demand, and thus react on the farmer, on agri- 
In order to decide how much of this tax would be shifted on to the produce in 
consumer, we must study the margin of profitable expenditure, 
whether that be the margin of a little expenditure applied to poor 
land and land far removed from good markets, or the margin of a 
large expenditure applied to rich land, and land near to dense 
industrial districts. 

If only a little corn had been raised near the margin, a moderate 
fall in the net price received by the farmer would not cause a great 
check to the supply of corn. There would therefore be no great rise 
in the price paid for it by the consumer; and the consumer would 
bear very little of the tax. But the surplus value of the corn over 
its expenses of production would fall considerably. The farmer, if 
cultivating his own land, would bear the greater part of the tax. 

^knd, if ho were renting the land, he could demand a great reduction 
of his rent. 

If, on the other hand, a great deal of corn had been raised near 
the margin of cultivation, the tax would tend to cause a great 
shrinkage of production. The consequent rise of price would arrest 
that shrinkage, leaving the farmer in a position to cultivate nearly as 
intensively as before : and the landlord’s rent would suffer but httle.^ 

Thus, on the one hand, a tax which is so levied as to discourage 
the cultivation of land or the erection of farm buildings on it, tends 
to be shifted forward on to the consumers of the produce of land. 

But, on the other hand, a tax on that part of the (annual) value of 
land, which arises from its position, its extension, its yearly income of 
sunlight and heat and rain and air, cannot settle anyw'here except on 


differenpo in favour of certain producera or m favour of production in certain circum- 
stances la tlio source of n j^nin, which not called rent unless paid periodically by 

one person to another, is poveinod by laws entirely the sfimo with it.” 

It has been well ohBor\'cd that a speculator, wlio, without manipulating prices 
hy false intelligence or otherwise, anticipates tho future correctly ; and who makes his 
gains by shrewd purchases and solos on tho Stock Exchange or in Produce Markets, 
generally renders a public service by pushing forward production where it is wanted, 
and repressing it whore it is not : but that a spoculntor in land in on old country can 
render no such public scrvicei because tho stock of land is fixod. At the best ho can 
prevent a site with groat possihililies from being devoted to inferior uses in consequence 
of tho haste, ignorance, or impccuniosity of those in control of it. 

^ Of course the adjustments of rent to ilio true economic surplus from the land 
are in practice slow and irregular, Theso matters aro discussed in VI. ix. and x,, 
and tho incidence of a tax on grain undor certain ratlier arbitrary assumptions is 
studied in some dotail in Appendix K. 
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V, X. 8. the landlord ; a lessee being, of course, landlord for the time. This 
— (annual) value of the land is commonly called its original value ” 
or its “ inherent value ” ; but much of that value is the result of the 
action of men, though not of its individual holders. For instance, 
barren heath land may suddenly acquire a high value from the 
growth of an industrial population near it ; though its owners have 
The public left it untouched as it was made by nature. It is, therefore, perhaps 
more correct to call this part of the annual value of land its “ public 
value " ; while that part which can be traced to the work and outlay 
of its individual holders may be called its " private value.” The 
old terms ” inherent value ” and " original value ” may however be 
retained for general use, with a note of caution as to their partial 
inaccuracy. And, using another term that has precedent in its favour, 
we may speak of this annual public value of the land as true rent.” 

A tax on the public value of land ilocs not greatly diminish the 
inducements to cultivate the land highly, nor to erect farm luiilding.s 
on it. Such a tax therefore does not greatly diminish the supply of 
agricultural produce offered on the market, nor raise the price of 
produce ; and it is not therefore shifted away from the owners of land, 
impiint This assumes that the true rent of land on which the tax is levied 
is assessed with reference to its general capabilities, and not to the 
that the Special use which the owner makes of it : it.s net product is supposed 
turned to "'liich could be got bv a cultivator of normal ability and 

reasonably enterprise, turning it to good account to the best of his judgment, 
account. If an improved method of cultivation develops latent resources of 
the soil, so as to yield an increased return much in excess of what is 
required to remunerate the outlay with a good rate of profits; this 
excess of net return above normal profits belongs properly to true 
rent ; and yet, if it is known, or even expected, that a very heavy 
special tax on true rent will be made to apply to this excess income, 
that expectation may deter the owner from making the inqirovemcnt.^ 
Relations § 5. A little has been said incidentally of the competition between 
maJ^mai biauchcs of industry for the same raw material or appliances 

costs and for production. But now we have to consider the competition 
any on^ between various branches of agriculture for the same land. This 
kind of case is simpler than that of urban land, because farming is a single 
cultural business so far as the main crops are concerned ; though the rearing 
produce, of choice trees (including vines), flowers, vegetables, etc., affords 
scope for various kinds of specialized business ability. The classical 
economists were therefore justified in provisionally supposing that 

‘ The exemption of vacant building land from taxes on its full value rclardi 
building. See Appendix G. 
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all kinds of agricultural produce can be regarded as equivalent to V, x, s. 
certain quantities of corn ; and that all the land will be used for 
agricultural purposes, with the exception of building sites which are a 
small and nearly fixed part of the whole. But when wc concentrate 
our attention on any one product, as for instance, hops, it may seem 
that a new principle is introduced. That is however not the case. 

Let us look into this. 

Hops are grown in varying rotations with other crops; and the Tiie 
farmer is often in doubt Avhether he shall grow hops or something 
else on one of his fields. Thus each crop strives against others for 'bIup of 
the possession of the land ; and if any one crop shows signs of being pol omcd 
more remunerative than liefore relatively to others, the cultivators |>y 
will devote more of their land and resources to it. The change oomiiina- 
may be retarded by habit, or diffidence, or ol).stinacy, or limitations of 
the cultivator’s knowledge ; or by the terms of his lease. But it ‘■'k K/'p'™ 

•11 -n 1 *1 *1 *^11* toi’ultivn- 

will still be true in the mam that each cultivator — to recall once more lion in 
the dominant principle of substitution — ‘‘ taking account of his own k''"®™'- 
means, will push the investment of capital in his business in each 
several direction until what appears in his judgment to be the 
margin of profitablenc.ss is reached; that is, until there seems to 
him no good reason for thinking that the gains resulting from any 
further investment in that particular direction would compensate 
him for his outlay.” 

Thus in equililirium, oats and hops and every other crop will 
yield the same net return to that outlay of capit.al and labour, which 
the cultivator is only just induced to appH. For otherwise he would 
have miscalculated; he would have failed to get the maximum 
reward which his outlay can be made to yield : and it would still be 
open to him to increase his gains by redistributing his crops, by 
increasing or diminishing his cultivation of oats or sonic other erop.^ 


^ In BO far as tlio farmer is producing raw matorial, or even linmnn food, for 
market, liis distribution of resources between diffenmt uses is a prnlilem of business 
economy : in so far ns lie is [troducingfor Iiisowndoinehtie eonsumiitioii, it is, in part at 
least, n jiroblem of domestic economy. Compare above V. iv. 4. ll may be added 
that Note XIV. in tbo Mnlheinnticnl Appendix emphasiTtes tbo fact that tlmt distribu- 
tion of outlay between different enterprises, whieli will give a maximum uggrrgnto 
return, is fixed by tho same set of equations as tlmt for tbo similar problem in 
domestic economy. 

Mill {Principles^ III. xvr. 2), wlien disenssinc joint produeU,” observed tlmt all 
questions relating to tlie comi'K’tition of crops for the possession of jiarticular soils are 
complicated by the rotation of crojis and sirnilor causes ; an intricate debit and ercflit 
account by double entry needs to bo kept between tlie various members of the rotation. 
Fractico ond slirowd instinct enable llw farmer to do this fairly well. The whole 
problem might bo expressed in simple matheinatieni phrases. But they would be 
tedious, and perhaps unfruitful. 'J’fioy would tlierefoi^' not bo serviceable, so long 
BB they remained alistruct ; lliougli they belong to a elnss wliieh may ultimately be of 
good use in tho higher scieneo of agriculture, when that has advanced far enough to 
HU in rcaUetio details. 
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This brings us to consider taxation in reference to the competition 
of different crops for the use of the same land. Let us suppose that 
a tax is imposed on hops, wherever grown ; it is not to be a mere 
local rate or tax. The farmer can evade a part of the pressure of the 
tax by lessening the intensity of his cultivation of the land which he 
plants with hops; and a yet further part by substituting another 
crop on land which he had proposed to devote to hops. He will 
have recourse to this second plan in so far as he considers that he 
would get a better result by growing another crop, and selling it free 
from the tax, than by growing hops and selling them in spite of the 
tax. In this case the surplus which he could obtain from the land 
by growing, say, oats upon it would come into his mind when deciding 
where to set the limit to his production of hops. But even here 
there would be no simple numerical relation between the surplus, or 
rent, which the land would yield under oats, and the marginal costs 
which the price of hops must cover. And a farmer whose land pro- 
duced hops of exceptionally high quality, and which happened to be 
in good condition at the time for hops, would have no doubt at all 
that it was best to grow hops on the land ; though in consequence of 
the tax he might decide to curtail a little his expenditure on it.^ 


‘ If for iiwtaiieo ho rcokonod tliat he could get a surplus of £110 above his expenses 
(other than rout ) in spitu of the tax by growing liops, and a surplus of only £20 above 
similar expenses by growing any other crop, it could not be truly siiicl that the rent 
which the field could bo made to yield by growing other erops, " entered into *’ tho 
marginal piieo of oats. Hut it is easier to interpret the classical doctrine that “ Rent 
does not enter into cost of production *’ in n Br>nsD in wliieh it is not true, and to seoif 
at it, than in tlie sense in which it was intended ontl is true. It seems best therefore to 
avoid the phrase, 

Tho ordinary man is ofTended by the old phrase tlmt rent does not enter into 
the price of oats ; when ho sees that an increase in the demand for land for other 
uses, manifests itself in a rise of tho rental value of all land in the neighbourhood; 
leaves less land free for growing oats; eonsccjuuntly makes it worth while to foreo 
larger cro[)S of oats out of the renmining out -land, and tiiiis raises tlie marginal ('Xpenses 
of outs uiid tlioir price. A rise in rout dues serve as a medium through which the' 
growing scarcity uf land a\'Rilah]v for liofAS and other province obtrudes itself on Ins 
notice; and it is not worth while to try to force him to go behind these symjitoms 
of the change in con<litions to tho truly operative cnuaoa. it is therefore inexpedient 
to say that the rent of land does not enter into tlieir price. 13iit it is \vors(‘ ilinii 
inexpedient to eay that the rent of the land docs enter into their price : that is false. 

Jevons asks (Preface to Tfteory of htconomy, p. liv) : “ If land whicli lias 

been yielding £2 per acre rent, aa pehlnrc, bo ploughed up and used for raising wheat, 
must not the £2 per acre bo debited against the expenses of ]>roduction of wheat ? ' 
Tho answ'er is in the negativ'O. For then? is no connection between this particular 
sum of £2 ond tho expenses of production of that wheat which only just pays its w'ny. 
What should be said is ; — ** When land capable of being used for producing ono com- 
modity is used for producing another, the price of tho first is raised by the consequent 
limitation of its field of production. Tho prico of the second will be the expenses uf 
production (wages and profits) of that part of it which only just pays its way, tlmt 
w’hich is produced on the margin of profitable expenditure. And if for tlio purjiosos 
of any particular argument w'o tako together the whole expenses of tho production on 
that lunti, and divide those among the whole of tho commodity produced; then tho 
rent which we ought to count in ie not that which tho land would pay if used for 
producing tho first commodity, but that which it does pay when used for producing tho 
second.” 
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Meanwhile the tendency towards a general restriction in the v. x, 6. 
supply of hops would tend to raise their price. If the demand for 
them were very rigid, and hops of adequate quality could not easily iwtR-oen 
be imported from lieyond the range of this special tax, the price might "nTriooai 
rise by nearly the full amount of the tax. In that case the tendency 
would be checked, and very nearly as much hops would be grown as 
before the tax had been levied. And here, as in the case of a tax 
on printing, recently discussed, the olToct of a local tax is in strong 
contrast to that of a general tax. For unless the local tax covered 


most of the ground in the country on which good hops could be 
grown, its effect would be to drive them beyond its boundary ; 
very little revenue would be got from it, local farmers would suffer 
a good deal, and the public would pay a rather higher price for their 
hops. 

§ 6. The argument of the last section applies, so far as short Aipiments 
periods arc concerned, to the earning power of fann-buiklings and to rent 
other quasi-rents. AVhen existing farm-buildings, or other Jf,'® vaUie*” 
anccs which could be used in producing one commodity, ore diverted of s smgio 
to producing another because the demand for that is such as to e™?ndcci 
enable them to earn a higher income by producing it, then for Ihe 
thne the supply of the first will be less, and its price higher than if the tam- 
appliances had not been able to earn a liigber income by another use. 

Thus, when appliances are capable of being used in more than one 
branch of agriculture, the marginal cost in each branch will be 
affected by the extent to wliich these appliances arc called off for 
work in other branches. Other agents of production will be pushed 
to more intensive uses in the first branch, in .spite of a diminishing 
return; and the value of its product will rise, because only at a 
higher value will the price be in equilibrium. The increased earning 
power of the appliances due to the external demand will appear to 
be the cause of this increase in value : for it will cause a relative 
scarcity of the appliances in that branch of production, and therefore 
raise marginal costs. And from this statement it appears super- 
ficially to be a simple transition to the statement that the increased 
earning power of the appliances enter into those costs which govern 
value. But the transition is illegitimate. There will be no direct or 
numerical relation between the increase in the price of the first 
commodity and the income that the appliances can earn when they 
have been transferred to the second industry and adapted for service 
in it. 

Similarly, if a tax be put on factories used in one industry, 
some of them will be diverted to other industries ; and consequently 
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V, X, 6 . the marginal costs and therefore the values of the products in those 
Parniw industries will fall; simultaneously with a temporary fall in net 
case in rental values of factories in all uses. But these falls will vary in 

Sctuie. amount, and there will be no numerical relation between the fall in 

the prices of the product and in these rents, or rather quasi-rents. 
The These principles arc not applicable to mines, whether for short 

o”theae*° periods or for long. A royalty is not a rent, though often so called, 
two Por, except when mines, quarries, etc., are practically inexhaustible, 
^0 noT the excess of their income over their direct outgoings has to be 
regarded, in part at least, as the price got by the sale of stored-up 
goods— stored up by nature indeed, but now treated as private 
property; and therefore the marginal supply price of minerals 
includes a ro3'alty in addition to the marginal expenses of working 
the mine. Of course the o%vner desires to receive the royalty with- 
out undue delay ; and the contract between him and the lessee often 
provides, partly for this reason, for the payment of a rent as well as a 
royalty. But the royalty itself on a ton of coal, when accurately 
adjusted, represents that diminution in the value of the mine, 
regarded as a source of wealth in the future, which is caused by taking 
the ton out of nature’s storehouse.^ 

^ Sec ftbovo, p, UO-l. Adam Sinitli U ftilni'Uwl hy Ru’arJo for putting rent on 
the same footiiiK and prodts as parts of (mouoy) cost of production; 

and no doubt ho does this soinctimos. But yet ho sa.\s cIscwhoiT. “Bent it is to 
be obaorvotl enters into tlio composition of the price of coinmoditicH in a different 
way from wages and luofit. High or low wages and prolit arc tho mimes of high 
or low jiricc : high or low rent is the effect of it. It is because hipli or low wages 
and profit must bo paid in order to bring a particular commodity to markot that 
its price is high or low. But it is because its price is high or low a great deal more, 
or very little more, or no more than what is siilHeient to pay tliose wages and profits, 
that it affords a high rent, or a low rent, or no rent at all.” ( Wmlih of A'Q/fons, I. xi.) 
In this, n.s in many other instanccH, ho anticipated in one part of his writings truths 
which in other fiarts ho has seemed to deny. 

Adam iSniith disvMisscs tho “ price at which coals can he sold for any considerahlo 
time ” ; an<l contends that “ tlio most fertile mine regulates the price of coals at all 
other mines in the nciglibourhood.” His meaning is not clear ; but ho does not uppror 
to be referring to any tcnij>orary underselling; and Ijo .seems to imply that t)je mines 
arc leased at so mueh a year. Uicordo, following on apparently the same lines, comes 
to the opposite conclusion that it “ is tho least fertile mine wliu h regulates pric<‘ “ ; 
which is perlin]is nearer tho truth than Adam Smith’s doctrine. Bub in fact wlicn the 
charge for tho use of a mino is mainly in tho form of a royalty, neither proposition 
seems to be applicable. Ricardo was technically right (or at all events not definitely 
wrong) when he anul that rent does not enter into tho marginal cost of profluutioii of 
mineral produce. But ho ought to have added that if a mino is not practically 
inexhaustible, tho incomo derived from it is partly ront and partly royalty ; and that 
though tho rent does not, tho minimum royalty docs enter directly into tho expenses 
incurred on behalf of every part of the produce, whetlier marginal or not. 

The royalty is of course calculated in regard to those scams in the mine, which 
arc neiblier exceptionally rich and easy of working, nor exceptionally poor and 
dilficnlt. Some scams barely pay tho cxi»pnses of w’orking them; and somo wliich 
run short, or have a bad fault, do not even nearly pay tho wages of the labour spent 
on them. Tho whole argument however implicitly assumes the conditions of an old 
country. Professor Taussig is probably right when, having in viexv the circumstances 
of a now country (Princi/jfes, ii. p. 06), ho “ doubts whether any payment at all can ho 
secured by tho owner of the very poorest mino, assuming ho has done nothing to 
develop it.” 



CHAPTER XI 

MARGINAL COSTS IN RELATION TO URBAN VALUES 


§ 1. The last tlroe chapters examined the relation in which v, xi, i. 
cost of production stands to the income derived from the ownership 
of the “ original powers ” of land and other free gifts of nature, and ®/ 
also to that which is directly due to the investment of private tho value 
capital. There is a third class, holding an intermediate position “uKi 
between these two, which eons'sts of those incomes, or rather tho.se 
parts of incomes which are the indirect result of the general progress 
of society, rather than the direct result of the investment of capital 
and labour by individuals for the .sake of gain. This class has to be 
studied now, with special reference to the value of urban sites. 

AVe have already noted that, though nature nearly always gives a 
less than proportionate return, when measured by the amount of the 
produce raised, to increasing applications of capital and labour in the 
cultivation of land; yet, on the other hand, if the more intensive 
cultivation is the result of the growth of a non-agricultural popula- 
tion in the neighbourhood, this very concourse of people is likely to 
raise the value of produce. AVo have seen how this influence opposes, 
and usually outweighs the action of the law of diminishing return 
when the produce is measured according to its value to the producer 
and not accordins; to its amount; the cultivator gets good markets 
in which to supply his wants, as well as good markets in which to 
sell, he buys more cheaply while he sells more dearly, and the con- 
veniences and enjoyments of social life are ever being brought more 
within his reach, ^ 

Again, we have seen how the economies which result from a high in all 
industrial organization ^ often depend only to a small extent on the ^ 
resources of individual firms. Those internal economies which each ext®™* 
establishment has to arrange for itself are frequently very small as dopends 
compared with tho,se external economies which result from the °° 
general progress of the industrial environment; the situation of a 
busmess nearly always plays a great part in determining the extent 
to which it can avail itself of external economies; and the situation 
value which a site derives from the growth of a rich and active 

’ See IV. m. B. * See IV. s.-stm. 
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population close to it, or from the opening up of railways and other 
good means of communication with existing markets, is the most 
striking of all the influences which changes in the industrial environ- 
ment exert on cost of production. 

If in any industry, whether agricultural or not, two producers 
have equal facilities in all respects, except that one has a more 
convenient situation than the other, and can buy or sell in the same 
markets with less cost of carriage, the differential advantage which 
his situation gives him is the aggregate of the excess charges for cost 
of carriage to which his rival is put. And wc may suppose that 
other advantages of situation, such for instance as the near access to 
a labour market specially adapted to his trade, can be translated iu 
like manner into money values. When this is done, and all are added 
together we have the money value of the advantages of situation 
which the first business has over the second : and this becomes its 
special situation value, if the second has no situation value and its 
site is reckoned merely at agricultural value. The extra income 
which can be earned on the more favoureil site gives rise to what 
may be called a special situation rent : and the aggregate site value 
of any piece of building land is that which it wouici have if cleared of 
buildings and sold in a free market. The ‘‘ annual site value ” — to 
use a convenient, though not strictly correct form of speaking— is the 
income which that price would yield at the current rate of interest. 
It obviou.sly exceeds the special situation value, merely by agri- 
cultural value; wbich is often an almost negligible quantity in 
comparison.’ 

§ 2. It is obvious that the greater part of situation value is 
“ public value.” (Sec above, p, 3C0.) There are however excep- 
tional cases, which call for notice. Sometimes the settlement of a 
whole town, or even di.strict, is planned on business principles, and 


' If w(* llial Iwy f.inns, win. li bell id the snini- niurkrt, leliirn severally 

to equal applications of <‘npital and lu>n>ur amonnlH of iirnduec, the lirst of winch 
exceeds the second I)y tho extra cost of carryinii its ]noduee to nmiki't, llicn the 
rent of the two tarms wdl bo the hanie, (TIic (ay»itul and labour npjilied to tlu* 
two farms arc hen* supimbTfl to be reduced to the same inonoy measure, or whnh 
comes to tlio same thing, the two farms aro supposed to havV equally ^ood atcoss 
to markets in which to buy.) Airain, if wo supposo that two mineral sprinqs .1 
anti li Rupplyinq exactly tho same water are capable of licing worked each to an 
unlimited extent at a constant money cost of production ; tins cost beinq, say Iw'o- 
pence a bottle at A whatever tho amount produced by it, and twopence halfpenny 
at R; then those places to which the cost of corrinqo per bottle from is a half- 
penny loss than from A, will bo tho neutral 7.ono for their competition. (If tho coat of 
cairia{;o bo proportional to tho distance, tliia neutral zone is a hyperbola of which .1 
and R are foci.) A can undersoil Ji for all places on A's side of it, and vice versa ; and 
each of them will bo alalc to dcrivo a monopoly rent from the sole of its procliioo witlnn 
Its own area. This is a typo of a qrent many fanciful, but not uninstruebivo, problems 
wliioh roaddy suuf?ost tliemacivo'f. (Jompnro von Thiinen’s brilliant researches m Dff 
isoUrte Slant. 



INDIVIDUAL ENTERPRISE CREATING SITUATION VALUE 367 

carried out as an investment at the expense and risk of a single v. xi, 2. 
person or company. The movement may be partly due to philan- 
thropic or religious motives, but its financial basis will in any case be tageoua 
found in the fact that the concourse of numbers is itself a cause of eortMd'’by^ 
increased economic cfiBciency. Under ordinary circumstances the '"'■‘"'iun.i 
ciuei gains arising from this efficiency would accrue to those who are outlay, 
already in possession of the place : but the chief hopes of com- 
mercial success, by those who undertake to colonize a new district 
or build a new town, are usually founded on securing these gains for 
themselves. 

When, for instance, Mr. Salt and Mr. Pullman determined to take iiiuBtru- 
their factories into the country and to found Saltaire and Pullman g'ai'JLj.™'” 
City, they foresaw that the land, which they could purchase at its 
value for agricultural purposes, would obtain the special situation 
value which town property derives from the immediate neighbour- 
hood of a dense population. And similar considerations have 
influenced those, who, having fixed upon a site adapted by nature 
to become a favourite watering-place, have bought the land and 
spent large sums in developing its resources : they have been 
willing to wait long for any net income from their investment in the 
hope that ultimately their land would derive a high situation value 
from the concourse of people attracted to it.^ 

Li all such cases the yearly income derived from the land (or at 
all events that part of it which is in excess of the agricultural rent) 
is for many purposes to be regarded as profits rather than rent. 

And this is equally true, whether the land is that on which the factory 
itself at Saltaire or Pullman City is built, or that which affords a 
high “ ground-rent ” as the site of a shop or store, whose situation 
w’ill enable it to do a brisk trade with those who work in the factory. 

For in such cases great risks have to be run ; and in all undertakings 
in which there are risks of great losses, there must also be hopes of 
great gains. The normal expenses of production of a commodity 
must include payment for the ventures required for producing it, 
sufficient to cause those who are on the margin of doubt whether to 
venture or not, to regard the probable net amount of their gains — 
net, that is, after deducting the probable amount of their losses — 
as compensating them for their trouble and their outlay. And that 
the gains resulting from such ventures are not much more than 
sufficient for this purpose is shown by the fact that they are not as 
yet very common. They are however likely to be more frequent in 

* Coses of this kind aro of course moat irequont in now countries. But they 
are not very rare in old countries : Saltbum is a conspicuous instance ; ivhile a more 
recent instance of excoplional interest is furiuslwd by Lctchworth Gorden City. 
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those inclu.stries which are in the hands of veri' powerful corpora- 
tions. A large railway company, for instance, can found a Crewe 
or a New Swindon for manufacturing railway plant without running 
any great risk.^ 

Somewhat similar instances are those of a group of landowners 
who combine to make a railway, the net traflic receipts of which 
are not expected to pay any considerable interest on the capital 
invested in making it; but which will greatly raise the value of their 
land. In .such cases jiart of the increa.se of their incomes as land- 
owners ought to be regarded as profits on capital which they have 
invested in the improvement of their lanil : though the capital has 
gone towards making a railway instead of being apjilied directly to 
their own property. 

Other cases of lUce nature are main drainage schemes, and other 
plana for improving the general condition of agricultural or town 
property, in .so far as they are carried out by the landowners at their 
own expen.se, whether by private agreement or by the levying of 
special rates on themselves. iSimilar ca.ses again are found in the 
investment of cajiital by a nation in Iniilding up its own social and 
political organization as well as in promoting the education of the 
people and in developing its sources of material wealth. 

Thus that imiirovement of the environment, which adds to the 
value of land and of other free gifts of nature, is in a good many 
cases partly due to the delilierato investment of capital by the 
owners of the land for the purpose of raising its value ; and therefore 
a portion of the consequent increase of income may be regarded as 
profits when we arc considering long periods. But in many cases it is 
not so ; and any increase in the net income derived from the free 
gifts of nature which was not brought about by, and did not supply 
the direct motive to, any .special outlay on the part of the land- 
owners, is to lie regarded as rent for all purpose.s. 

Cases somewhat analogous to these arise when the owner of a 
score or more of acres m the noiglibourhood of a growing town 


* Ciovtrniiunts have preat faeilitn*s fur t'arrjjiiij out &( homes of this 
espeeially in the matter of t’h(x;>m<£ now bitcb for ^amsun towns, arsenals, and oblablibh- 
ments for tlio manufartun* of tho material') of war. Jii (‘ompansons of the exjieiHca 
of procluetion by (lovornmorit awl by privato firms, the sites of the (jSovenimenb 
works are often rockonod only at their agriniltural value. But such a ]>lan is mis- 
leading, A private firm has either to pay lieavy annual ehnrpcs on account of its 
site, or to run very heavy nskh if it tnei» to make a town for itself. And therefore in 
order to prove that Clovommcnt manoizenient is for general purposes ns ellieient and 
economiral as private manapfment, a full charge oiif;ht to be made in the balance- 
sheets of Government factories for the town-value of their sites. In those exceptional 
branches of jiroduetion for w'hirli a Government can found a mnnufacturini; town 
W'ibhout inciirrinj; the risks that a private firm would incur in a similar ease, tlmt point 
of advantage may fairly be rL'ckouod as an argument for Governments undertaking 
those particular businesses. 
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“ develops ” them for biiildinff. He probably lays out the roads, v, xi, 3, 
decides where houses arc to be continuous, and where detached ; tiieHjling 
and prescribes the general style of architecture, and perhaps the ““t 
minimum expenditure on each house; for the beauty of each adds proper^ 
to the general value of all. This collective value, thus created by 
him, is of the nature of public value; and it is dependent, for the 
greater part, on that dormant public value, which the site as a whole 
derived from the growth of a prosperous town in its neighbourhood. 

But yet that share of it which re.sults from his forethought, con- 
structive faculty and outlay, is to be regarded as the reward of 
business enterprise, rather than as the appropriation of public 
value by a private person. 

The,se exceptional cases must be reckoned with. But the Snt as a 
general rule holds that the amount and character of the building 
put upon each plot of land is, in the main (subject to the local Httio to the 
building bylaws), that from which the most profitable results are th^ta! 
antici])ate(l, with little or no reference to its reaction on the situation 
value of the neighbourhood. In other words the site value of the 
plot is governed by causes which arc mostly beyond the control of 
him who (letermine,s what buildings shall he put on it : and he adjusts 
his expenditure on it to his estimates of the income to be derived from 
various descriptions of buildings on it. 

§ 3. The owner of building land sometimes builds on it himself : ('iiuses 
sometimes he .sells it outright : very often he lets it at a fixed ground- 
rent for ninety-nine years, after which the land and the buildings on tim copitai 
it (which by covenant must be kept in good repair) revert to his bSikUng 
successor in title. Let us consider what governs the value at which 
he can sell the land and the ground-rent at which he can let it. 

The capitalized value of any plot of land is the actuarial “ dis-| 
counted ” value of all the net incomes which it is likely to afford,) 
allowance being made on the one hand for all incidental e.xpenses, 
including those of collect ing the rents, and on the other for its mineral 
wealth, its capabilities of development for any kind of business, .and 
its advantages, material, .social and a.'st.hetic, for the purposes of 
residence. The money equivalent of that social status and those 
other personal gratifications which the ownership of land affords, 
does not appear in the returns of the money income derived from it, 
but does enter into its capital money valuc.^ 

' Tho value of acricultiinil land is commonly expressed as a certain number of 
times tho eurront money rcntult or in other words a certoin “ number of years’ 
purchase ” of that rental : and other tliinsrs boinfi equal it will be the higher, the 
more important those diii'i't jiratificatioiis arc, as well as tho greater the chance 
that they and tho money iiuomo nffordwl by tho land will rise. Tho number of 
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Next let us consider what governs the “ ground-rent ” which 
the owner can obtain for a plot which he lets on, say, a ninety-nine 
years’ building lease. The present discounted value of all the fixed 
money payments under that lease tends to be equal to the preseniJ 
capital value of the land ; after deducting, firstly, for the obligation! 
to return the land with the buildings on it to the successor in title of' 
the present owner at the end of the lease, and secondly for the 
possible inconvenience of any restrictions on the use of the land 
contained in the lease. In consequence of these deductions the 
ground-rent would be rather less than the “ annual site value ” of 
the land, if that site value were expected to remain fixed through-i 
out. But in fact the site value is expected to rise in consequence ofj 
the growth of population, and other causes : and therefore the 
ground-rent is generally a little above the annual site value at the 
beginning of the tease, and mueh below it towards the end.^ 

Among the estimated outgoings on account of any building, 
which have to be deducted from its estimated gross yield before 
deciding what is the value of the piivilcge of erecting it on any given 
plot of land, are the taxes (central and local) which may bo expected 
to be levied on the property, and to be paid by the owner of the 
property. But this raises difficult side-issues, which are postponed to 
Appendix G. 

§ 4. Let us revert to the fact that the law of diminishing return 
applies to the use of land for the purposes of living and working on it 
in all trades. Of course in the trade of building, as in agriculture, 
it is possible to apply capital too thinly. Just as a homesteader 


years' pim-liaac would be inercoaed also by an uxiu'ctod full either in the future 
normal rate of interest or in the i>iin'}nisin*r pow or of money. 

The discounted valu(* of a very distant rise in the value of land is much loss tliun is 
commonly supijoseil. For instance, if wc (nke inlcrest at five per cent, (and liiiilier 
rates pivvuileu dui’iiu' the Middle Aires), £i invested at compound intcrcbt would 
amount to about £17,OOU in years, and £4t3,UOd,()00,00<) in 5iK) years. Therefore 
an. expeudituru by the Slate uf ill in seeumur to itself the reverHion of a rise in the 
value of land whieli came into operation now for the fiist lime would have been u bad 
investment, unless the value of that riw nou exceeded £17,hOU, if the poj'ment was 
made 200 years ago ; if OUU years ago to 110,0u(t,000,0o(l. This ussumos tliat it wouM 
liavo boon possible to invest u sum of this dimension at Hve per cent. : which uf eourse 
it would not. 

^ A few site-values have fallen in dislrit'ts which liavQ been deserted by fasliiun 
or trade. But on the other hand annual site values have risen to be many times 
as great as the ground-rents in tho caso of land which was loosed when it had no 
special situation value, but has since become a chief centre of fashion, or of trade : 
and all tho more if the lease was granted in the first Imlf of the cigliteentli century, 
when gold was scarce and the incomes of all classes of the people, measured in money, 
were very low. The present discounted value of the return of property to the ground 
landlord a hundred years licncc, which will then bo worth XIUOO, is less perhaps 
than is commonly supposed ; though the error is not so great as in tho case of anticipa- 
tions ranging over many hundrod years, which were discussed in a recent note : if 
interest be taken at three per cent, it is about £50; if at five per cent., as was the 
rule three or four generations ago, it is but £8. 

* See IV. ui. 7. 
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may find tliat he can raise more produce by cultivating only a half of v, xi, 4 . 
the 160 acres allotted to him than by spreading his labour over the 
whole, so even when ground has scarcely any value, a very low anJ to tiio 
house may be dear in proportion to its accommodation. But, tho^iond 
as in agriculture, there is a certain application of capital and labour 
to the acre which gives the highest return, and further applications manufac- 
after this give a less return, so it is in building. The amount of ag™,,™'' 
capital per acre which gives the maximum return varies in agri- ‘“f®- 
culture with the nature of the crops, with the state of tlie arts of 
production, and with the character of the markets to be supplied ; 
and similarly in building, the capital per square foot which 'would 
give the maximum return, if the site had no scarcity value, v'aries 
with the puiposo for which the building is wanted. But when the 
site has a scarcity value, it is worth while to go on applying capital 
beyond this maximum rather than pay the extra cost of land 
required for extending the site. In places where the value of land 
is high, each square foot is made to yield perhaps twice the accommo- 
dation, at more than twice the co.st, that it would be made to give, 
if used for similar purposes whore the value of land is low. 

We may apply the phrase the margin of building to that accommo- Tiie 
dation which it is only just worth while to get from a given site, SSHSg?* 
and which would not be got from it if laud were less scarce. To fix 
the ideas, we may suppose this accommodation to be given by the 
top floor of the building.^ 

By erecting this floor, instead of spreading the building over more 
ground, a saving in the cost of land is effected, which just com- 
pensates for the extra expense and inconvenience of the plan. The 
accommodation given by this floor, 'ft'hen allowance has been made 
for its incidental disadvantages, is only just enough to be worth 
what it costs without allowing anything for the rent of land; and 
the expeiLses of productifm of the things raised on this floor, if it is 
part of a factory, are just covered by their price ; there is no surplus 


* Hoiisob in flats mo cilton ]>rovid<'(l with a lift wliicli i'h run at the* cx{>Gnse 
of the owiUT (it tlic housi*, mi<l in siirh ut nil o\onts in Aniericn, tin* top floor 

BOiuutimcs lulb fur a liighor rent than any other. If the sito is very valiiablo and 
the law does not limit llio hoi;;ht of hie liouso in tho interest of his noiglihoiirs, he 
may build very lii^li : hut at last he will roach tho margin of buildinu:. At last he 
will find that the extra exponsoe for foundations and thick walls, and for liis lift, 
togothor with some resulting dcprccintion of tho lower doors, znako him staod to 
lose more than he gains by adding ono more floor; the extra aecommodation which 
it only just answers his purpose to ftup})iy is then to ho rcirarded as nt tlio margin of 
building, even though tlie gross rent \w greater for tho highor floors than for the 
lower. Compare tho footnote on p. iW. 

But in lOnghind bylaws restrain an individual Irom building so high as to deprive 
his near noighboiirs of air and light, in tho course of time those who build high will be 
forced to liavo a good deal of free space about their buildings ; and this will render very 
high buildings unprofitable. 
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V. XI. 6. for the rent of land. The expenses of production of manufactures 
— may then be reckoned as those of the goods which are made on the 
margin of building, so as to pay no rent for land. That is to say the 
rent of the land does not enter into that set of expenses at the margin 
at which the action of the forces of demand and supply in governing 
value may be most clearly seen. 

Suppose, for instance, that a person is planning a hotel or a 
factory ; and considering how much land to take for the purpose. 
If land is cheap he will take much of it ; if it is dear he will tiike 
less and build high. Suppose him to calculate the expenses of build- 
ing and working his establishment with frontages of 100 and 110 feet 
respectively, in ways equally convenient on the whole to himself, his 
customers and employees, and therefore equally profitable to himself. 
Let him find that the difference between the two plans, after capitaliz- 
ing future expenditure, shows an advantage of £500 in favour of the 
larger area ; he will then be inclined to take the larger if the land is 
to be got at less than £50 per foot of frontage, but not otherwise ; 
and £50 will be the marginal value of land to him. He might have 
reached this result by calculating the increased value of the business 
that could be done with the same outlay in other respects on the 
larger site as compared with the smaller, or again by building on 
less expensive ground instead of in a less favourable situation. 
But, by whatever route he makes his calculation, its character is 
similar to that by which he decides whether it is worth his while 
to buy business plant of any other kin<l : and he regards the net 
income (allowance being made for depreciation) which he expects 
to get from either investment as standing in the same general 
relation to his business ; and if the advantages of the situation are 
such, that all the land available on it can find employments of 
different kinds in each of which its marginal use is represented by a 
capital value of £50 per foot of frontag(‘, then that will be the 
current value of the land. 

The com- § 5. This assumes that the competition for land for various uses/ 
factories'’^ will cause building in each locality and for each use to be carried up) 
ware. to that margin, at which it is no longer profitable to apply any more 
ote! for the capital to the same site. As the demand for residential and business 
eamo land, accommodation in a district increases, it becomes worth while to pay 
a higher and higher price for land, in order to avoid the expense and 
inconvenience of forcing more accommodation from the same 
ground area. 

For instance, if the value of land in, say, Leeds rises because of 
the increased competition for it by shops, warehouses, iron works. 
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etc. ; then a woollen manufacturer finding his expenses of production 
increased, may move to another town or.into the country ; and thus 
leave the land on which he used to work to be built over with shops 
and warehouses, for which a town situation is more valuable than it is 
for factories. For he may think that the saving in the cost of land 
that he will make by moving into the country, together with other 
advantages of the change, will more than counter-balance its dis- 
advantages. In a discussion as to whether it was worth while to do 
so, the rental value of the site of his factory would bo reckoned 
among the expenses of production of his cloth ; and rightly. 

But we have to go behind that fact. The general relations of 
demand and supply cause production to be carried up to a margin 
at which the expenses of production (notliing being entered for rent) 
are so high that pcojJo are « illing to pay a high value for additional 
land in order to avoid the inconvenience and expense of crowding their 
work on to a narrow .site. These causes govern site value ; and site 
value is therefore not ])ropeiiy regarded as governing marginal costs. 

Thus the industrial flemand for land is in all respects parallel 
to the agricultural. The expenses of production of oats are in- 
creased by the fact that land, which could yield good crops of oats, 
is in great demand for growing other crops that enable it to yield a 
higher rent : and in the same way the printing-presses, which may 
be seen at work in London some sixty feet above the ground, could 
afford to do their work a little cheaper if the demand for ground 
for other u.ses did not push the margin of building up so high. Again, 
a hop-grower may find that on account of the high rent which he 
pays for his land, the price of his hops will not cover their expenses 
of production where he is, and he may abandon hop-growing, or 
seek other land for it ; while the land that he leaves may perhaps be 
let to a market-gardener. After a while the demand for land in the 
neighbourhood may again become so great that the aggregate 
price which the market-gardener obtains for his produce will not 
pay its expenses of production, including rent; and so he in his turn 
makes room for. say, a building company. 

In each case the rising demand for land alters the margin to 
which it is profitable to carry the intensive use of land : the costs 
at this margin indicate the action of those fundamental causes which 
govern the value of the land. And at the same time they are 
themselves those costs to which the general conditions of demand and 
supply compel value to conform : and therefore it is right for our pur- 
pose to go straight to them; though any such inquiry would be 
irrelevant to the purposes of a private balance sheet. 
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§ 6. The demand for exceptionally valuable urban land comes 
from traders of various kinds, wholesale and retail, more than from 
manufacturers; and it may be worth while to say something here 
as to the very interesting features of demand that are peculiar to their 
case. 

If two factories in the same branch of trade have equal outputs 
they are sure to have nearly equal floor space. But there is no 
close relation between the size of trading establishments and their 
turn-overs. Plenty of space is for them a matter of convenience 
and a source of extra profit. It is not physically indi.spensable ; 
but the larger their space, the greater the stock which they can keep 
on hand, and the greater the advantage to which they can display 
specimens of it; and especially is this the case in trades that arc 
subject to changes of taste and fashion. In such trades the dealers 
exert themselves to collect within a comparatively small space 
representatives of all the best ideas that are in vogue, and still 
more of those that are likely soon to be so; and the higher the 
rental values of their sites the more prompt they mu.->t be in getting 
rid, even at a loss, of such things as are a little behind the time and 
do not improve the general character of their stocks, If the locality 
is one in which customers arc more likely to be tempted by a well- 
chosen stock than by low prices, the traders will charge prices that 
give a high rate of profit on a comparatively small turn-over : but, 
if not, they will charge low prices and try to force a large business in 
proportion to their capital and the size of their premises ; just as in 
some neighbourhoods the market-gardener finds it best to gather his 
peas young when they are full of flavour, and in others to let them 
grow till they weigh heavily in the scales. Whichever plan the 
traders followq there wdll be some conveniences which they are in 
doubt whether it is worth while to offer to the public; since they 
calculate that the extra sales gained by such conveniences are only 
just remunerative, and do not contribute any surplus tow’ards rent. 
The goods which they sell in consequence of these conveniences, are 
goods into whose expenses of marketing rent does not enter any 
more than it does into those of the peas which the market-gardener 
only just finds it w'orth his while to produce. 

Prices are low in some very highly-rented shops, because their 
doors are passed by great numbers of people who cannot afford to 
pay high prices for the gratification of their fancy ; and the shop- 
keeper knows that he must sell cheaply, or not sell at all. He has 
to be content with a low rate of profit each time he turns over his 
capital. But, as the wants of his customers are simple, he need not 
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keep a large stock of goods ; and he can turn over his capital many v, xi, 7 . 
times a year. So his annual net profits arc very great, and he is — 
willing to pay a very high rent for the situation in which they can be 
earned. On the other hand, prices are very high in some of the quiet 
streets in the fashionable parts of London and in many villages; 
because in the one case customers must be attracted by a very choice 
stock, which can only be sold slowly ; and in the other the aggregate 
turn-over is very small indeed. In neither place can the trader 
make profits that will enable him to pay as high a rent as those of 
some cheap but l)Ustling .shops in the East end of London. 

It is however true that, if without any increase in traffic such as A rise of 
brings extra custom, a situation becomes more valuable for purposes v™"c^ 
other than shopkeeping; then only those shopkeepers will be able 
to pay their way who can manage to secure a large custom relatively of a " 
to the prices which they charge and the class of business which they sp”"' tUt 
do. There will therefore bo a smaller supply of .shopkeepers in all t™"! 
trades for which the demand has not increased : and those who tra™e?8' 


remain, will be able to charge a higher price than before, without 
offering any greater conveniences and attractions to their customers. 
The ri.se of ground valm'n in the district irilJ thus be an indication 
of a scarcity of space which, other things being equal, will raise the 
prices of retail goods ; just in the same way as the rise of agricultural 
rents in any district will indicate a scarcity of land which will raise 
the marginal expenses of production, and therefore the price of any 
particular crop. 

§ 7. The rent of a hou.se (or other building) is a composite rent, 
of which one part belongs to the site and the other to the buildings 
themselves. The relations between these two are rather intricate, 
and may be deferred to Appendix G. A few words may however 
be said here as to composite rents in general. At starting there may 
appear to be some contradiction in the statement that a thing is 
yielding at the same time two rents : for its rent is in some sense a 
residual income after deducting the expenses of working it ; and there 
cannot be two rosiduc.s in regard to the same process of working and 
the same resulting revenue. But when the thing is composite 
each of its parts may be capable of being so worked as to yield a 
surplus of revenue over the e.xpcnses of working it. The corre- 
sponding rents can always be distinguished analytically, and some- 
times they can be separated commercially.' 


TTie 

componeDt 
rlcznents 
of (com- 
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can lie Uis- 
tin^uisliod 
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^ It will be borne in mind that if a house is not nppropriato to its sU(5, its aggregate 
rent will not exceed its site rent by the full building rent which tho houso would 
command on an appropriate site. Sixnilar limitations apply to most composite 
rents. 
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V, XI, 7. For instance, the rent of a flour-mill worked by water includes 
the rent of the site on which it is built, and the rent of the water 
power w'hich it uses. Suppose that it is contemplated to build a 
mill in a place where there is a limited water power which could be 
applied equally well on any one of many sites; then the rent of the 
water power together with the site selected for it is the sum of two 
rents; which are respectively the equivalent of the differential 
advantages which possession of the site gives for production of any 
kind, and wliich the ownership of the water power gives for working 
a mill on any of the sites. And these two rents, whether they happen 
to be owned by the same person or not, can be clearly distinguished 
and separately estimated both in theory and in practice. 

But this cannot be done if there are no other sites on which a 
mill can be built : and in that case, should the water pow'er and the 
site belong to different persons, there is nothing but “ higgling and 
bargaining ” to settle how much of the excess of the value of the two 
together over that which the site has for other purposes shall go to 
the owner of the latter. And even if there were other sites at which 
the water power could be applied, but not with equal efficiency, there 
would still bo no means of deciding how the owners of the site 
and the water power should share the excess of the producer’s 
surplus which they got by acting together, over the sum of that which 
the site would yield for some other purpose, and of that which the 
water power would jneld if applied elsewhere. The mill would 
probably not be put up till an agreement had been made for the 
supply of w'ater power for a tenn of years : but at the end of that 
term similar difficulties would arise as to the division of the aggregate 
producer’s surplus afforded by the water power and the site with the 
mill on it. 

Difficulties of this kind are continually arising with regard to 
attempts by partial monopolists, such as railway, gas, water and 
electrical companies, to raise their charges on the con.=umcr who has 
adapted his busine.'s arrangements to make use of their services, and 
perhaps laid down at his own expense a costly plant for the purpose. 
For instance, at Pittsburgh when manufacturers had just put up 
furnaces to be worked by natural gas instead of coal, the price of the 
gas was suddenly doubled. And the history of mines affords many 
instances of difficulties of this kind with neighbouring landowners as 
to rights of way, etc., and with the owners of neighbouring cottages, 
railways and docks.^ 

■ Tho relations lictnoen the interests of ilillerent classes of tioikers in flin snme 
See bdow'vL'vui''riO composite icnis. 
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EQUILIBRIUM OF NORMAL DEMAND AND SUPPLY, CONTINUED, 

WITH REFERENCE TO THE LAW OF INCREASING RETURN 

§ 1. We may now continue the study begun in chapters iii, and v, xii, i. 
V. ; and examine some difficulties connected with the relations of 
demand and supply as regards commodities the production of which 
tends to increasing return. 

We have noted that this tendency seldom shows itself imme- tii<? 
diately on an increase of demand. To take an example, the first {“'n*”’’''’ 
effect of a sudden fashion for watch-.<!haped aneroids would be a 
temporary rise of price, in spite of the fact that they contain no not act ° 
material of whicli there is but a scanty stock. For highly paid 
labour, that had no special training for the work, would have to be 
drawn in from other trades; a good deal of effort would be wasted, 
and for a time the real and the money cost of production would be 
increased. 

But yet, if the fashion lasted a considerable time, then even 
independently of any new invention, the cost of making aneroids 
would fall gradually. For specialized skill in abundance would be 
trained, and properly graduated to the various work to be done. 

With a large use of the method of interchangeable parts, specialized 
machinery would do better and more cheaply much of the work that 
is now done by hand ; and thus a continued increase in the annual 
output of watch-shaped aneroids would lower their price very 
much. 

Here there is to be noted an important difference between Diftcrcnces 
demand and supply. A fall in the price, at which a commodity is 
offered, acts on demand always in one direction. The amount of the h”*! 
commodity demanded may increase much or little according as the m rpRuni 
demand is elastic or inelastic ; and a long or short time may be 
required for developing the new and extended uses of the commodity, 
which are rendered possible by the fall in price.' But — at all events 
if exceptional cases in which a thing is driven out of fashion by a fall 
in its price be neglected — the influence of price on demand is similar 
in character for all commodities : and, further, those demands which 


‘ Scp above 111. IV. 0 . 
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V, xn. 2. show high elasticity in the long run, show a high elasticity almost at 
— once ; so that, subject to a few exceptions, we may speak of the 
demand for a commodity as being of high or low elasticity without 
specifying how far we are looking ahcail. 

Elasticity But there are no such simple rules with regard to supplj’. An 
oj supply, jjj pfigg offered by purchasers does indeed always increase 

supply ; and thus it is true that, if we have regard to short periods 
only, and especially to the transactions of a dealer’s market, there 
is an “ elasticity of supply ” which corresponds closely to elasticity 
of demand. That is to say, a given rise in price will cause a great 
or a small increase in the offers which sellers accept, according as 
they have large or small reserves in the background, and as they have 
formed low or high estimates of the level of prices at the next market : 
and this rule applies nearly in the same way to things which in tin* 
long run have a tendency to diminishing return as to those which 
have a tendency to increa.sing return. In fact if the large plant 
needed in a branch of manufacture is fully occupied, and cannot lie 
rapidly increased, an increa.se in the price offered for its products may 
have no perceptible effect in increasing the output for some con- 
siderable time : while a similar incrciusc in the demand for a hand- 
made commodity might call forth cpiickly a great increase in supply, 
though in the long run its supjily conformed to that of constant 
return or even of diminishing return. 

In the more fundamental que.stions which relate to long period.s, 
the matter is even more complex. For the ultimate output corre- 
sponding to an unconditional demand at even current prices would lie 
theoretically infinite; and therefore the ela.sticity of supply of a 
commodity which conforms to the law of Increasing Keturn, or evim 
to that of Constant Return, is theoretically infinite for long periods.' 
We must § 2. The next point to be observed is that this tendency to a fall 
dietimrinsh jp |;}ig pjjgg gf p commoditv as a result of a gradual development of 
mice of the industry by which it is made, is quite a different thing from the 
tendency to the rapid introduction of new economie.x by an individual 
fn^viduai increasing its business. 

firm. We have seen how every step in the advance of an able and enter- 

prising manufacturer makes the succeeding step easier and more 

' Strictly spoakinir, the amount prc^ucccl and the price at which it can be soM, 
arc functions one of another, occount fjcin*; taken of the length of time nllouod 
for tite evolution of appropriate plant and organization for proclnction on a lamo 
scalp. But ill real life, the cost of production per unit is deduced from the amount 
expected to be produced, and not rice trrAd. Economists commonly follow tins 
practice ; and they follow also iho prartico of business life in inverting this order with 
rpganl to dcmantL That is, they consider the increase of sales that will follow from a 
given reduction of price, more frequently Ilian the diminution of price whieli will bo 
required to effect a given increase of sales. 
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rapid ; so that his progress upwards is likely to continue so long as he 2 . 
has fairly good fortune, and retains his full energy and elasticity and 
his liking for hard work. But these cannot last for ever ; and as 
soon as they decay, his business is likely to be destroyed through the 
action of some of those very causes which enabled it to rise ; xmless 
indeed he can pass it over into hands as strong as his used to be. 

Thus the rise and fall of individual firms may be frequent, wliile a 
great industry is going through one long o.scillation, or even moving 
steadily forwards ; as the leaves of a tree (to repeat an earlier illustra- 
tion) grow to maturity, reach equilibrium, and decay many times, 
while the tree is steadily growing upwards year by ycar.’^ 

The causes which govern the facUitics for production at the FMilities 
command of a single firm, thus conform to quite different laws from increased 
those which control the whole output of an industry. And the 
contrast is perhaps heightened, when we take the difficulties °^oppo8«iUy 
marketing into account. For instance, manufactures, which are of market- 
adapted to special tastes, arc likely to be on a small scale ; and they in*, 
are generally of such a character that the machinery and modes of 
organization already developed in other trades, could be easily 
adapted to them ; so that a great increase in their scale of production 
would be sure to introduce vast economies at once. But these are 
the very industries in which each firm is likely to be confined more 
or less to its own particular market ; and, if it is so confined, any hasty 
increase in its production is likely to lower the demand price in that 
market out of all proportion to the increased economies that it will 
gain ; even though its production is but small relatively to the broad 
market for which in a more general sense it may be said to produce. 

In fact, when trade is slack, a producer will often try to sell some 
of his surplus goods outside of his own particular market at prices 
that do little more than cover their prime costs ; while within that 
market he still tries to sell at prices that nearly cover supplementary 
costs ; and a great part of these are the returns expected on capital 
invested in building up the external organization of his business.® 

Again supplementary costs are, as a rule, larger relatively to 
prime costs for things that obey the law of increasing return than for 
other things ® ; because their production needs the investment of a 


1 Soo IV. ix.-xin. : and especially xi. 5. . . .j » 

• TliU may bo oxproaacd by saying that when wo aro oonsidoring an individual 
nroducor we must eooiik- bis supply curvc-not with Uio gonoral demand curyo 
Kis commodity in a wide market, biit-with the particular demand curve ot his 
own special market. And tills porticiilar demand mne will penorally be very 
Sp! porliap^s steep as h.s own supply cuye is likely to bo, even when an increased 
oiifcnuf will civo him an imporfant inc-reoeo of internal economics. 

* Of courao this rule is not imivcranl. It may bo noted, for matanco, that the 
net loss of an omnibus, that is short of passengers tliroughout its trip, and loses a 
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V, XII, 3. large napital in material appliances and in building up trade con- 
nections. This increases the intensity of those fears of spoiling his 
own peculiar market, or incurring odium from other producers for 
spoiling the common market; which we have already learnt to 
regard as controlling the short-period supply price of goods, when 
the appliances of production arc not fully employed. 

We cannot then regard the conditions of supply by an individual 
producer as typical of those which govern the general supply in a 
market. We must take account of the fact that very few iirms have 
a long-continued life of active progress, and of the fact that the 
relations between the individual producer and his special market 
differ in important respects from tho.se between the whole body of 
producers and the general market. ^ 

§ 3. Thus the history of the individual firm cannot be made into 
solution f Jje history of an industry any more than the history of an individual 
dinicuity nian can be made into the history of mankind. And yet the hi.story 
lirtron'of mankind is the outcome of the history of individuals; ami thi' 
arppro- aggregate production for a general market is the outcome of the 

lUm, motives which induce individual producers to expand or contract 

their production. It is just here that our device of a representative 

foul'penny fare, ifi n«un‘r Cour|MiiiM* tlum tlironpi ni'c, ilion^h tlio oiiunbim trfidc 
conforms prrhap’s to tin- Inw of ('(iiislimt return. Aimin, if it woro not for tlio ft'iir 
of Hpoilinii' ln« nuukot, tlie Ucjrrnl Sued 8>)io»*mnU«‘r, w Iioho ^rootlg arc* iniitlo by band, 
but whoso cxiKMi-sfa of inarkctiiitf ur«* M*iy liouvy, would bo toniptod lo go fiirllirr 
below his normal ]irico in order to a\oid losing a spcrial ordor» than a shoo manu- 
facturer who uses mtich ox(>crisivo mivhinory mid avails himself gcnoraJly of tbr‘ 
economics of production on a larirc wnh*. Tlioro arc other Uifiiridtios conncclt^ I 
with tlic Hiipplomcntary costs of joint products, r.tf. the jiracticc of aellin^ some ^oods 
at near prime cost, for the purpose of nd\eiti.«-cmcnt (see eliove V. vii. 2). Hut tin 
need not be specially conHideml litre. 

* Abstract reasoiiimrs ns to ibe effect.s of tlie economies in produi'tion, wliidi 
an individual firm jjets from an iiuTtnse of its output iiit apt to bo mi‘«lciidjnsr, not 
only in detail, but even in their jirneral elTcet. ’J’hi» is ncfirlj tlie .same as saymi: 
that in such case the conditions j:ovtmin" fiujiply should he repn-sented in llicir 
totality. They are often vitiateil by dillicultieB wlilrli lie ratlw-r brlov\ the surface, 
and aro especially troublesome in Httrni])tH to (‘X|)rtss ihi' er|uilibnum conditions 
of trade by mathematical formula*. iSomc, amcni^: whom Cournot himself is lo In' 
counted, have boforo them wliut is in elTtvt tlie siqiply sclir'dule of an iiidivicliuil 
firm; representing that an incren«e m its miljuit trixes it command over so j*rc«t 
internal economies as much to diminish its expenses of production ; and tliry follow 
thoir mathematics boldly, hut nppan-iitly without xiolicinK that tlicir yiremises Inul 
inevitably to tlio conclusion that, whatever liini first ;:rt« n ^'ood .«!iirt will olitnin a 
monopoly of the whole business of its tmdo in its district. AVhile others avoidin;^ 
this horn of the dilemma, maintain that there is no crpiiliiirium at all for commodities 
which obey the law of increasine return; aiwl some u|/ain linve called in question the 
validity of any sujxply schedule which representa prices diminishing us the amount 
produced increases. See Mathematical ^totc XIV., where reference is made to this 
discussion. 

Tlie remetly for such dinicultics as these is to l>e sought in treating cacli imiiortniit 
concrete case very much as on independent problem, under the guitlnnco of staple 
general reasonings. Attempts so to enlarge the direct applications of general pro- 
positions as to enable them lo supply ndequutf* solutions of all diflicullics, would 
make tljcm so cumbrous ii.s to lx* of JiHlo service for their main irork. 'riu* “ firin- 
ciples ” of c(*onomicB must aim at affoitling guidance to an entry on problems of life, 
without making claim to be a substitute for independent study and thought. 
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firm comes to our aid. We imagine to ourselves at any time a firm v, m, 3. 
that has its fair share of those internal and external economies, which " 
appertain to the aggregate scale of production in the industry to 
which it belongs. We recognize that the size of such a firm, while 
partly dependent on changes in technique and in the costs of 
transport, is governed, other things being equal, Iiy the general 
expansion of the industry. We regard the manager of it as reckoning 
up whether it woulil be worth his while to add a certain new line to 
his undertakings; whether he should introduce a certain new 
machine and so on. We regard him as treating the output which 
would result from that change more or less as a unit, and weighing 
in his mind the cost against the gain.^ 


This then is the marginal cost on which we fix our eyes. AVe do 
not expect it to fall immediately in consequence of a sudden increase 
of demand. On the contrary we expect the short-period supply 
price to increase with increasing output. But we also expect a 
gradual increase in demand to increase gradually the size and the 
efficiency of this representative firm; and to increase the economies 
both internal and external which are at its disposal. 

That is to say, when making lists of supply prices (supply 
schedules) for long periods in these industries, we set down a 
diminished supply price against an increased amount of the flow of 
the goods ; meaning thereby that a flow of that increased amount 
will in the course of time be supplied profitably at that lower price, 
to meet a fairly steady eorresponding demand. AVe exclude from 
view any economies that may residt from substantive new inven- 
tions ; but we include those which may be expected to arise naturally 
out of adaptations of existing ideas; and we look towards a position 
of balance or equilibrium between the forces of progress and decay, 
which woidd be attained if the conditions under view were .supposed 
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to act uniformly for a long time. But such notions must he taken 
broadly. The attempt to make them precise over-reaches our 
strength. If we include in our account nearly all the conditions of 
real life, the problem is too heavy to be handled ; if we select a few, 
then long-drawn-out and subtle reasonings with regard to them 
become scientific toys rather than engines for praetical work. 

The theory of stable equilibrium of normal demand and supply I'lio pure 
helps indeed to give definiteness to our ideas; and in its elementary ,,5 °'riior 
stages it does not diverge from the actual facts of life, so far as to 
prevent its giving a fairly trustworthy picture of the chief methods but httie 
of action of the strongest and most persistent group of economic 


* Seo above V. v, 6, 
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V, XII, 3. forces. But when pushed to its more remote and intricate logical 
factTHut consequences, it slips away from the conditions of real life. In fact 
if pushed yvc are here verging on the high theme of economic progress ; and 
practical here therefore it is especially needful to remember that economic 
mpi'diy problems are imperfectly presented when they are treated as prob- 
dimmisiica. Icms of statical equilibrium, and not of organic growth. For 
though the statical treatment alone can give us definiteness and 
precision of thought, and is therefore a necessary introduction to a 
more philosophic treatment of society as an organism, it is yet only 
an introduction. 

The Statical theory of equilibrium is only an introduction to 
economic studies; and it is barely even an introduction to the study 
of the progress and development of industries which show a tendency 
to increasing return. Its limitations are so constantly overlooked, 
especially by those who approach it from an abstract point cf view, 
that there is a danger in throwing it into definite form at all. But, 
with this caution, the risk may be taken ; and a short study of the 
subject is given in Appendix H. 



CHAPTER XIII 


THEORY OF CHANGES OF NORMAL DEMAND AND SUPPLY IN 
RELATION TO THE DOCTRINE OF MAXIMUM SATISFACTION 

§ 1, In earlier chapters of this Book, and especially in chapter v, xm, i. 
XII., we have considered gradual changes in the adjustment of T m^ inn 
demand and supply. But any great and lasting change in fashion; 
any substantive new invention ; any diminution of population by cimncies 
war or pestilence ; or the development or dwindling away of a eondltion 
source of supply of the commodity in question, or of a raw material 
used in it, or of another commodity which is a rival and possible supply. 
sub.stitute for it such a change as any of these may cause the prices 
set against any given annual (or daily) consumption and production 
of the commodity to cease to be its normal demand and supply 
prices for that volume of consumption and production; or, in other 
words, they may render it necessary to make out a new demand 
schedule or a new supply schedule, or lioth of them. We proceed to 
study the problems thus suggested. 

An increase of normal demand for a commodity involves an wimt ih 
increase in the price at which each several amount can find pur- 
chasers ; or, which is the same thing, an increase of the quantity 
which can find purchasers at any price. This increase of demand 
may be caused by the commodity’s coming more into fashion, 
by the opening out of a new use for it or of new markets for it, by the 
permanent falling off in the supply of some commodity for which it 
can be used as a substitute, by a permanent increase in the wealth 
and general purchasing power of the community, and so on. Changes 
in the oj)posite direction will cause a falling off in demand and a 
sinking of the demand prices. Similarly an increase of nonnal or of 
supply means an increase of the amounts that can be supplied at gu^'. 
each several price, and a diminution of the price at which each 
separate amount can be supplied.^ This change may be caused 

‘ A rise or fall of tho demand or supply prices involves of course a rise or fall 
of tho demand or supply eurvo. 

If the elmnf'O is (rraduiil. tho sup])ly eurvo tvill assume in succession a aeriea 
of positiona, cacti of which is a little below tho preceding one ; and in this way 
we might have represented tlio cfleets of that gradutil improvement of induatrial 
organization which arises from an inereuso in tho scalo of production, and which 
we have represented by assigning to it an inflnenco upon the supply prico for long- 
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V, xiu. 2. by the opening up of a new source of supply, whether by improved 
means of transport or in any other way, by an advance in the arts of 
production, such as the invention of a new process or of new 
machinery, or again, by the granting of a bounty on production. 
Conversely, a diminution of normal supply (or a raising of the supply 
schedule) may be caused by the closing up of a new source of supply 
or by the imposition of a tax. 

EHccts of § 2. We have, then, to regard the effects of an increase of normal 
of nonnaf ^^cmand from three points of view, according as the commodity in 
demand, question obeys the law of constant or of diminishing or of increasing 
return ; that is. its supply price is practically constant for all 
amounts, or increases or diminishes with an increase in the amount 
produced. 

In the first case an increase of demand simply increases the 
amount produced without altering its price ; for the normal price 
of a commodity which obeys the law of constant return is determined 
absolutely by its expenses of production : demand has no influence 
in the matter beyond this, that the thing will not be produced at all 
unless there is some demand for it at this fixed price. 

If the commodity obeys the law of diminishing return an increase 
of demand for it raises its price and causes more of it to be produced ; 
but not so much more as if it obeyed the law of constant return. 

On the other hand, if the commodity obeys the law of increasing 
return, an increase of demand causes much more of it to be pro- 
duced — more than if the conunodity obeyed the law of constant 
return — and at the same time lowers its price. If, for instance, a 
thousand things of a certain kind have been produced and sold 
weekly at a price of 10s., while the supply price for two thousand 
weekly would be only 9s., a small rate of increase in normal 
demand may gradually cause this to become the normal price; 
since we are considering periods long enough for the full normal 
action of the causes that determine supply to work itself out. The 
converse holds in each case should normal demand fall off instead of 
increasing.' 


period oiiTves. In an inponious paper privately ])riutod by Sir H. (Junyngliamo, a 
suggestion is made, wbiub scorns to come in effect to proposing that a luiig-])ot'iod 
supply curve should 1x3 regarded as in somo manner representing a series of bhoit* 
period curves; each of those curves would assume througlioiib its whole length that 
development of industrial orgnuizatiou which properly belongs to the scale of })ro- 
diiction represented by the distance from Oy of the ])oint in w'hich that curve culs 
the long -period supply curve (compare Appendix H, 3) and similarly w’ith regal'd to 
demand. 

^ Diagrams aro of especial aid in enabling us to comprehend clearly the problems 
of this chapter. 

The throe figures 24, 25, 2G represent the three cases of constant, diminishing 
and increasing return respectively. The return in the last case is a diminibliing 
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The argument of this section has been thought by some writers v, xm, s. 
to lend support to the claim that a Protective duty on manufactured 
imports in general increases the home market for those imports; to nascent 
and, by calling into ])lay the Law of Increasing Return, ultimately 
lowers their price to the home consumer. Such a result may indeed 
ultimately be readied by a wisely chosen system of “ Protection to 
nascent industries” in a new country; where manufactures, like 
young children, have a power of rapid growth. But even there the 
policy is apt to be ivrenched from its proper uses, to the enrichment 
of particular interests : for those industries which can send the 
greatest number of votes to the poll, are those which are already 
on so large a scale, that a further increase would bring very few 
new economies. And of course the industries in a country so long 
familiar with machinery as England is, have generally passed the 
stage at which they can derive much real help from such Protection : 
while Protection to any one industry nearly always tends to narrow 
the markets, especially the foreign markets, for other industries. 

These few remarks show that the question is complex : they do not 
pretend to reach farther than that. 

§ 3. IVe have seen that an increase m normal demand, while EfleotB of 
leading in every case to an increased production, will in some cases 
raise and in others lower prices. But now we are to see that^uppiy- 
increased facilities for supply (causing the supply schedule to be 
lowered) will always lower the normal price at the same time that it 



one in tlic iMilicr of lliu iuca'ahc of pi'OiUuUoii, i>ut an inerrasiiig one in thoso 

biiij'»c4uciit to the nttainiiiont of the origiiml poBitioii of e<(uilibriiim, ?>. fur amonnts 
of tile eoinmodity greater than OH. in each case HIS* is the supply curve, DD' the 
old position of the clomand curve, and dd* its position after Ihero has bocn increase of 
normal demand. In each case A and a are the old uud now positions of equilibrium 
respectively, .17i and ah aro tho old and new normal or equilibrium prices, and OH 
and Oh tho old and now equilibrium amounts. Oh is in every case greater than OH, 
but in fig. i!5 it is only a littlo greiitor, while in fig. 2G it is miieh greater. (Tins 
iinai^his may be carrioii furtJicr on the plan adopted Inter on in discussing the simitar 
but morn important problem of tho clleets of changes in the conditions of normal 
siqiply.) in fig. ah is equal to AH, in fig. 25 it is gi'catcr, in fig. 26 it is less. 

I’he effect of a falling-olT of normal demand can bo traced witli the same diagrams, 
dd' being now regarded as tho old and DD' us tho new position of this demand curve; 
o/i being the old equilibrium price, and AH the new one. 

0 
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v.xni, 3. leads to an increase in the amount produced. For so long as the 
normal demand remains unchanged an increased supply can be sold 
only at a diminished price ; but the fall of price consequent on a 
given increase of supply will be much greater in some cases than in 
others. It will be small if the commodity obeys the law of diminish- 
ing return ; because then the difficulties attendant on an increased 
production will tend to counteract the new facilities of supply. On 
the other hand, if the commodity obeys the law of increasing return, 
the increased production will bring with it increased facilities, 
which will co-operate with those arising from the change in the 
general conditions of supply ; and the two together will enable a 
great increase in production and consequent fall in price to be 
attained before the fall of the supply price is overtaken by the fall of 
the demand price. If it happens that the demand is very elastic, 
then a small increase in the facilities of normal supply, such as a new 
invention, a new application of machinery, the opening up of new 
and cheaper sources of supply, the taking off a tax or granting a 
bounty, may cause an enormous increase of production and fall of 
price.i 

^ All this can be roost clearly seen by the aid of and indeed lliero tin' 

some parts of tlio problem vvliieb ciuiiioi be satishn'torily treated without their 
aid. Tlio three figures ^7, 28. 20 represent the three envies of (‘onstiiiit and dtininiHliim; 
and increasing rctunis, ro8|jectivcly. Jn each case I)D' is llio clemaiitl curve, tin* 
old position, and dn' tlio new position of the Bn]>]>Iy curve. A is tlie old, and a tiiu 
new position of stable equilibrium. Oh is greater than Oil, and uh is less than All 
in every case : but the c]iange.s arc small in tip. 28 uml great in fig. 20. Of coui'se the* 
demand curve must lio below the old supply curve to tho right of A, otherwise .1 
would be a point not of stable, but of iiiistablo equilibrium. But subject to thi;* 



condition tho more clastic the demand is, that is, the more nearly iionzonlal the 
demaiui curve is at A tlio furtlicr oft wi(( a be from .•!, ntui the grciiter thercl'oi'c will 
be the incrcosc of production and the fall of price. 

Tlio whole result is rather complex. But it may bo stated thus. Firstly, given 
tho elasticity of demand at A, the increotfu in the quantity produced and the fall in 
price will both bo tho greater, tlie greater be tho return pot from aildiiional capital 
and labour opplied to the production. That is, they will bo tho greater, tho mortJ 
nearly horizontal the sujiply curve is at A in fig. 28, and the more steeply iiudiiu'cl it is 
in fig. 29 (subject to the cuiiditiou meatioiicU aliovc, that it does not lie below tho 
demand curve to tlio right of .1, and thus turn .1 into a position of unstable cqiiili* 
brium). Secondly, given the position of the supply curve at -*1, tho greater tin* 
elasticity of dcmanrl tlio grontur will bo tho iiicrcaHO of production in every case; 
but tho smaller will be the fall of jirico in lip. 28, and tho greater tlio fall of price in 
fig. 29. Fig. 27 may bo regaixled us a limiting case of either fig. 28 or 29. 
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If we take account of the circumstances of composite and joint v,xni .4 
supply and demand discussed m chapter vi, we have suggested — 
to us an almost endless variety of problems which can be worked 
out by the methods adopted m these two chapters 

§4. We may now consider the effects which a change in thecimngoa 
conditions of supply may exert on consumers’ surplus or rent 
For brevity of language a tax may be taken as representative of 
those changes w hich may cause a general increase, and a bounty mnv be re 
as representative of those which may cause a general diminution in 
the normal supply puce for each several amount of the commodity or boimt> 

Firstly, if the commodity is one, the production of which obeys i he case 
the law of constant icturn, so that the supply price is the same retiunf 
for all amounts of the commodity, consumers’ surplus will be 
diminished by more than the increased payments to the producer ; 
and therefore, in the special case of a tax, by more than the gross 
receipts of the State For on that part of the consumption of the 
commodity, which is maintained, the consumer loses what the State 
leceives and on that part of the consumption which is destroyed 
by the use in piicc, the consumers’ surplus is destroyed, and of 
course there is no payment for it to the producer or to the State ^ 
Conversely, the gam of consumers’ surplus caused by a bounty on a 
commodity that obeys the law of constant return, is less than the 
bounty itself For on that pait of the consumption which existed 

this icasouinj ussuiTK & tliat tho connnoditv cithci obc\6thoh\v ot dimimships 
xotuin or ahtv^ tho h\\ of leuim thiou^^Iioiit If it obevs fust one and 

tlidi the oLlu! so that the supph ctii\c is at om p it inclined positi\cl\ and at 
anotliLi no gineial uiU c m bo laid down as to the cltcct on piice of 

ineiiised facilities of bUppU tliou_h in r\uv ease llii'i must Icid to on incicascd 
\olumc ot pioduction -V picat % uicta of cuiiou'* icbiilts may bo ^ot by giving tho 
supply cuivG diiicicnt shapes, and in ]>aititului sueli q« cut tho demand cuiyo moio 
than once 

Ihis method of inquir\ is not applnablo to a ta\ on wlicat m so far ns it is con 
aumed bv a la))ouiin,{ class i\hich spends a gicat pait ot its income on biead, and 
it is not applicable to a gc lu lul 1 1 \ on all commoditicb foi in ncitliei of thcbo cases 
can it bo osbumed tliat tho inaiginal \oluo of money to the indi\idual icinains 
oppioximitclv the same aftri tlu tax has been lc\ud as it was befoio 

^ Ibis lb most cli uly s( ii b\ aid of a diagiam Sb , tho old con&tant letinn 
supply cuive cuts DD tlio tU mand cuivo m I DS I 
is tlio consumers suxfjlus Aitciuntds a tax iS6 being 
imposed the new equilibrium is found at a and cun 
BLimcis sui])Uis IS Dbd llio gioss tax is only tho 
i6ctan„lo &6Aa, that is a tax at tho rate of Si on an 
amount sa of tho commodity ^nd this falls slioit of tlio 
loss of cons imcrs siuplus by tho area aA 1 Iho not 
loss oKA is smill oi gieat, other things being equal as 
aA is OI 16 not ineliiu^ steepiv ihus it is smallest foi 
tlioso commodities tbo demand foi which is most 
inelastic that is for iioecssniics It thcrefoio a en n 
nggicgato taxation has to bi leMcd iiitlikssly fiom \n\ 
clas** It will (aiiso loss loss of coiisumeib surplus it 
1( V icd on n( ees&ai les than if lc\ led on comtoits though 
of course tho consumption of luxuiica and m a Icbs 
degzco of comfoits indicates ability to beai taxation 
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v.xm, 4. before the bounty, consumers’ surplus is increased by just the 
— amount of the bounty ; while on the new consumption that is caused 
by the bounty, the gain of the consumers’ surplus is less than the 
bounty. 

The case of If however the commodity obeys the law of diminishing return, 
fn™retum. *>■ by raising its price, and diminishing its consumption, will 
lower its expenses of production other than the tax : and the result 
will be to raise the supply price by something less than the full 
amount of the tax. In this case the gross receipts from the tax mny 
be greater than the resulting loss of consumers’ surplus, and they 
will be greater if the law of diminishing return acts so sharply that a 
small diminution of consumption causes a great falling-off in the 
expenses of production other than the tax.^ 

On the other hand, a bounty on a commodity which obeys the 
law of diminishing return will lead to increased production, and will 
extend the margin of cultivation to places and conditions in which 
the expenses of production, exclusive of the bounty, are greater than 
before. Thus it will low’er the price to the consumer and increase 
consumers’ surplus less than if it were given for the produclion of a 
commodity which obeyed the law of constant return. In that case 
the increase of consumers’ surplus was seen to be less than the direct 
cost of the bounty to the State; and therefore in this case it is much 
less.^ 


‘ If we now rogflnl nh* as the old supply curve which is lowered to the posilioii 
SS' by tlic* granting of a bounty, we find the pain of consumcis* Kur])liis to bo bHAn. 
But the bounty paid is Sa on an amount uiiicii is 
ropresciitod by the rectangle aSAL : and this exceeds the y pjg, 
gain of consumers’ surplus by the area aL-4. 

* Let tho old supply curve be SH' fig. 31, end let the d 
imposition of a tax raise it to ea'; let A and a be the old \ 
and new’ positions of equilibrium, and let straipiit lini’b be ^ 
drawn through them parallel to Ox and Oy. as in tho figure. \ 

Tlien the tax being levied, as shown by tho figure, at the \ ^ 

rato of qE on each unit; and Oh^ that is, CK units, being \ 
produced in tbc new position of equilibrium, tho pio&s \ / 

receipts of the tax w ill be rFEa^ and the loss of consuiners’ p 1 /' s ' 

surplus will he cC. la; that is, the gross receipts from the tux ‘ '■ \^/ 

will be greater or less than the loss of consumers’ surplus as ^ V 1 { 

CFEK is greater or less llian aKA ; oncl in tlic fjguro as it ® | " H i 

stands it IB much greater. If had been so drawn as to 
indicate only very slight action of tlie law of diminisliing i 

return, that is, if it had been nearly horizontal in the S 

neighbourhood of -1, then EK would have boon very small ; 

and CFEK w’oiild have become les-s than aKA. ® * 


^ To illustrate this case we mny take aa ' m fig. 31 to bo the position of tlie su)iply 
curve before the t^ranting of the bounty, and to lie its position afterwards. I'hu.s 
u was tho old equilibrium point, and A is the point to which the ecjuihbrium inovcs\ 
when the bounty is awarded, nie increase of consumers* surplus is only rCM«, \ 
while the payments made by tho State under the bounty are, as slioan by tbc figure, * 
at the rato of AT on caoli unit of tho commodity, ' and as in tlio new position of 
equilibrium there are produced OJI, that is, CA units, they amount altogether to 
RCAT which includes and is ncccmrily greater than tho increase of consimicib’ 
surplus. 
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By similar reasoning it may be shown that a tax on a commodity v, xm. 4. 
which obeys the law of increasing return is more injurious to theq;.,jJ^^^f 
consumer than if levied on one which obeys the law of constant increaaing 
return. For it lessens the demand and therefore the output. It 
thus probably increases the expenses of manufacture somewhat : 
sends up the price liy more than the amount of the tax ; and finally 
diminishes consumers’ surplus by much more than the total pay- 
ments which it brings in to the exchequer.^ On the other hand, a 
bounty on such a commodity causes so great a fall in its price to 
the consumer, that the consequent increase of consumers’ surplus 
may exceed the total pajnnents made by the State to the producers ; 
and certainly will do so in case the law of increasing return acts at all 
sharply.® 

These results are suggestive of some principles of taxation which nicse 
require careful attention in any study of financial policy ; when it 
will be necessary to take account of the expenses of collecting a tax on the 
and of admiiiistcring a bounty, and of the many indirect effects, some nuiHmum 
economic and some moral, which a tax or a bounty is likely to 
produce. But these partial results are well adapted for our 
immediate purpose of examining a bttle more closely than we have 
done hitherto the general doctrine that a position of (stable) equili- 
brium of demand and supply is a position also of maximum satis- 
faction : and there is one abstract and trenchant form of that 
doctrine which has had much vogue, c.spccially since the time of 

^ 'J’hus tnkinu SS’ in lijx, lo Ijo the old position of the supply curve, nncl 
its ]JOsilion aftt'r tlio tax, .1 to hr the oltl ond a the new 
positions of equilihrluni, >vo luuc, ns in the inse of lij*. 31, 
the total tax reprcsiiiteil by cFEn^ ami the loss of con- 
sumers' sui’|)lu8 by cCJaj the former being always less 
than tho latter. 

'J’he statement in the text is put broadly and in simjilo 
outline. If it were applied to practical problems neemint 
would need to bo taken of sesenil conihidcralions ^\liicli 
have been ignored. An iiidusitry which yields an incntmiiig 
return, is nearly aiire to he urowinp, and therefore to bo 
acquiring iww ccoiioniicH of ])ruduction on a large wale. 

If the lax i.s a small one, it may merely rctanl this grovi th 
and not i-iiuso a positive shrinking. Kveii if the tux is 
heavy and tho industry shrinks, n>uny of the economies 
gaineil will be in part at least jin'serM'd; us is expluined 
above in Aiijieiidix IJ . In consc‘C|uence w' ought properly 
not to have the same shape us SS\ and tho distanec aE 
ought to be less than AT. 

® To illustrate this case wo may take w' in fig. 32 to he the ])OBition of the supply 
curve hefore Die granting of the Iwunty, and HIS' to be its position afterwards. Then, 

QB in tho case of fig. 31, tho ineroase of consumer’ surplus is reprosentod by cCAa, 

■while the direct payments made by the State under tho bounty nro represented by 
liC.-l T. As tho tigure is drawn, the former is much larger than the latter. But it is 
true that if wc had drawn kh' so as to indicate a wry slight action of the law of 
inerfasing return, that is, if it liad been very nearly horizontal in tho neighbourhood 
of a, tho bounty would have increased relatively to the gain of consumors' surplus; 
ami the ease would have dift'ered hut little from that of a bounty on a commodity 
which obeys the law of constant return, represented in fig. 30. 
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Bastiat's Ecopowic Harmonics, and Tviicli falls within the narrow 
lanse of the present discussion. 

§ 5. There is indeed one interpretation of the doctrine according 
to which everv position of equilibrium of demand and supply may 
fairlv be regarded as a position of maximum satisfaction.^ For it is 
true that so long as the demand price is in excess of the supply price, 
exchanges can be effected at prices which give a surplus of satisfaction 
to buyer or to seller or to both. The marginal utility of what he 
receives is greater than that of what he gives up, to at least one 
of the two parties; while the other, if he does not gain by the 
exchange, yet docs not lose by it. 8o far then every step in the 
exchange increases the aggregate satisfaction of the two ])artios. 
But when equilibrium ha.s been reached, demand price being now 
equal to supply price, there is no room for any such surplus : the 
marginal utility of what each receives no longer exceeds that of what 
he gives up in exchange ; and when the production increases beyond 
the equilibrium amount, the demand price being now less than the 
supply price, no terms can be arranged which will be acceptable to 
the buyer, and will not involve a loss to the seller. 

It is true then that a position of equilibrium of demand and supply 
is a position of maximum satisfaction in this limited sense, that the 
aggregate .satisfaction of the two parties concerned increases until 
that position is reached; and that any production beyond the 
equilibrium amount could not be permanently maintained so long as 
buyers and sellers acted freely as individuals, each in his onii 
interest. 

But occasionally it is stated, and very often it is implied, that a 
position of equilibrium of demand and supply is one of maximum 
aggregate satisfaction in the full sense of the term : that is, that an 
incrca,se of production beyond the equilibrium level would directly 
(i’.e. independently of the difficulties of arranging for it, and of any 
indirect evils it might cause) diminish the aggregate satisfaction <if 
both ])arties. The doctrine so interpreted is not universally true. 

In the first place it assumes that all dilTcrcncos in wealth between 
the different parties concerned may be neglected, and that tlic 
satisfaction which is rated at a shilling by any one of them, may be 
taken as equal to one that is rated at a shilling by any other. Now 
it is obvious that, if the producers were as a class very much poorer 
than the consumers, the aggregate satisfaction might be increased 1))( 
a stinting of supply when it would cause a great rise in demand price 
{i.e. when the demand is inelastic) ; and that if the consumers were 

^ Corujjaio V. i. 1. Unstable equilibrium may now bo left out of account. 
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as a class much poorer than the producers, the aggregate satisfaction v, nn, 6. 
might be increased by extending the production beyond the equili- 
brium amount and selling the commodity at a loss.* 

This point however may well be loft for future consideration. 

It is in fact only a special case of the broad proposition that the 
aggregate satisfaction can primd facie be increased by the distribu- 
tion, whether voluntarily or compulsorily, of some of the property 
of the rich among the poor ; and it is reasonable that the bearings of 
this proposition should be set aside during the first stages of an 
inquiry into existing economic conditions. This assumption there- 
fore may be properly made, provided only it is not allowed to slip 
out of sight. 

But in the second place the doctrine of maximum satisfaction and it 
assumes that every fall in the price which producers receive for the 'the“fnct 
commodity, involves a corresponding loss to them ; and this is not » fail 
true of a fall in price which results from miprovements in industrial duo tT 
organization. When a commodity obeys the law of increasing 
return, an increase in its production beyond equilibrium point may i*cnefit8 
cause the supply price to fall much; and though the demand price inthouT” 
for the increased amount may bo reduced even more, so that the 
production would result in some loss to the producers, yet this ^ 
loss may be very much less than that money value of the gain 
to purchasers which is represented by the increase of consumers’ 
surplus. 

In the case then of commodities with regard to which the law Appregatp 
of increasing return acts at all sharply, or in other words, for which don’emi 
the normal supply price diminishes rapidly as the amount produced ‘'''■■ffore 
increases, the direct expense of a bounty sufficient to call forth a ^n"i™ e 
greatly increased supply at a much lower price, would be much less 1,"™^ 
than the consequent increase of consumers' surplus. And if a general H'o ly'vi 
agreement could be obtained among consumers, terms might be hy the 
arranged which would make such action amply remunerative to the 
producers, at the same time that they left a large balance of advan- and sup- 
tage to the consumers.- 

* III this illiislration one of Iho two is gonernl piirelmsing 

power j Init of cotirso the argnmont wouhl liohl if a poor population of pearl divers 
w'oro dependent for food on a ricli population w’lio took pearls in exchange. 

^ 'Jliough nob of great prnctienl iinportance, tiio caso of miiltiplo positions of 
(stable) eqiiilihrium oft’erH a good illustration of the error involved in the doetrino of 
maximum satisfaction w'hen stated as a univorsnl truth. For the position in w'hich a 
snmll amount is produced and is sold at a high price would be the first to be reached, 
and when reached would be regarded occonling to that doetrino as that which gove 
the ahsoliito maximum of aggregate satisfaction, fhit another position of equilibrium 
corresponding to a larger production and a lower price would bo equally satisfactory 
to the producers, ond would be much moro satisfactory to tlie consumers; the excess 
of consumers’ surplus in tlie second case over the first would represent the increase in 
aggregate satisfaction. 
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§6. One simple plan would be the levying of a tax by the 
community on their own incomes, or on the production of goods 
which obey the law of diminishing return, and devoting the tax to a 
bounty on the production of those goods with regard to which the 
law of increasing return acts sharply. But before deciding on such a 
course they would have to take account of considerations, which 
are not within the scope of the general theory now before us, but are 
yet of great practical importance. They would have to reckon up 
the direct and indirect costs of collecting a tax and administering a 
bounty ; the difficulty of seeming that the burdens of the tax and 
the benefits of the bounty were equitably distributed ; the openings 
for fraud and corruption; and the danger that in the trade which 
had got a bounty and in other trades which hoped to get one, 
people would divert their energies from managing their own 
businesses to managing those persons who control the bounties. 

Besides these semi-ethical questions there will arise others 
of a strictly economic nature, relating to the effects which any par- 
ticular tax or bounty may exert on the interests of landlords, urban 
or agricultural, who own land adapted for the production of the 
commodity in question. These arc questions which must not be 
overlooked ; but they differ so much in their detail that they cannot 
fitly bo discussed here.’ 

' Tlic inciilf'iu o of a tax on aqrirultnral proiUicc will be diseuBsed later on hy tlic 
aid of dia^iems bimilnr to tUo&e iisetl to represent the fertility of land face IV, m.). 
Landlords’ rent alisorlis a share of the nifprennie sellinK price of Dlmo«ic nil eoiinno. 
difiea : but it is most prominrni in the case of those which obey the low of diminiKliinf’ 
return ; ond nii assumption of no extreme violence will omildc 33 (n reproduetion 
of 31) to rcjjreaeiU roui/hly the leading features of the problem. 

It will bo arjiuctl in -\j»pendix II, 1, that wo arc not ]>ro]»erly at liberty to assume 
that the expenses of raisin-; the proihicc from the richer 
lamls ami under the more favourable eireumptiinecs are 
independent of the extciu to which the production i.s carried ; 
since an increased production is likely to lend toon iinjiroved 
organization, if not of {aiming inilustries themselves, yet of 
those i)ub>i(iiary to tliem, and especially of the enrryini; 
trade. ^Vo may however jicnnit oiirselves to make this 
nssuznpliun pro\isionn]ly. so as to ^ct a clear view of the 
broad outlines of the problem; tbouRh we imipt not for^ict 
that in any applications of the ceiieral leiiKonin^s biiGod on it 
a(-eoiint must be taken of the facts which we here iffiiore. 

On this nshiiinplion then SH' bciiic tlu* supply curve before 
the imposition of a tux, lundlonU' rent is represented by 
CS'.l. After the tax has been unclosed and the supjily 
curve raised to aa' the ianiilords' rent becomos tlie amount by 
whi(‘h cOha, tho total price ^ot for Oh produce sold at the 
rate Aa, exceeds the total lax rf’Au, toacllier with the 

total expenses of pro<luetion, exclusive of rent, for Oh 
ppoduco : that is, it bocomes /’.VA'. (in llie the curve 
sa' has tho same slinpo n.*i thereby uiiplyiuK that tho tax 
is fipcci/ie; that is, is a uniform eharpe on each unit of the commodity whatever be ils^ 
value. The arj:umcnt so far does not depend on this assumption, but if it is niaile wc 
can by a shorter route net the new iantUorrls’ rent at esa, which then is equal to FiSK). 
Thus tho loss of landlords' rent is CFEA; and this added to cCAa tho loss of con- 
sumers' suqdus, makes up rFEAa, which exceeds the gross tax by a.-lA’. 


V Fig. H3. 


D\ 
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§ 7. Enough has been said to indicate the character of the second 
great limitation which has to he introduced into the doctrine that 
the maximum satisfaction is generally to be attained by encouraging 
each individual to spend his own resources in that way which suits 
him best. It is clear that if he spends his income in such a way as 
to increase the demand for the services of the poor and to increase 
their incomes, he adds something more to the total h.appiness than 
if he adds an equal amount to the incomes of the rich, because the 
happiness which an additional shilling brings to a poor man is much 
greater than that which it })ringa to a rich one ; and that he does good 
by buying things the production of which raises, in preference to 
things the production of which lowers the character of those who 
make them.^ But further, even if we assume that a shilling’s worth 
of happiness is of equal importance to whomsoever it comes, and that 
every shilling’s worth of con.sumcrs’ surplus is of equal importance 
from whatever commodity it is derived, we have to admit that the 
manner in which a person spends his income is a matter of direct 
economic concern to the community. For in so far as he spends it on 
things which obey the law of diminishing return, he makes those 
things more difficult to bo obtained by his neiglibours, and thus 
lowers the real purchasing power of their incomes ; while in so far 
as he spends it on things which obey the law of increasing return, 
he makes those things more easy of attainment to others, and thus 
increases the real purchasing power of their incomes. 

Again, it is commonly argued that an equal ad valorem tax levied 
on all economic commoditic.s (material and immaterial), or which is 
the same thing a ta.x o]i expenditure, is jiriiiid facie the best tax; 
because it does not divert the expenditure of individuals out of its 
natural channels : we have now seen that this argument is invalid. 
But ignoring for the time the fact that the direct economic effect of a 
tax or a bounty never coastitiites the whole, and very often not 
even the chief part of the considerations which have to be weighed 
before deciding to adopt it, we have found firstly, that a tax on 
expenditure generally causes a greater destruction of consumers’ 
surplus than one levied exclusively on commodities as to which there 


On tlio other hand, tho dh'cct payments untlrr a bounty would exceed the increase 
of consumers’ surplus, onil of InndlozTls' surplus calculated on tlic above assumptions. 
For taking sa' to he tlic orimnaL ])osition uf the siijzply curve, ami SS* to bo its position 
after tlic bounty, the new landlords* surplus on tliew nssumplions is CSA, or which 
is the flamo thing HbT', and tins cxeoetls the old lundiuids* rent esa by Iica2\ The 
increase of consumers’ surplus is cVA(i\ and therefore the total bounty, which is 
liQATt exceeds the gain of consuinorb’ sur|)lus nml Inudlords* rent together by TaA, 
For reasons slated in Appendix K, 3, the assumption on which this reasoning 
proceeds is innp])licnblD to oases in which the supply curve is inclined negatively. 

1 Compare 111. vi. 
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V, xm, 7. is but little room for the ecouomies of pioduction on a large scale, 
— and which obey the law of diminishing return ; and secondly, that 
it might even be for the advantage of the community that the 
government should levy taxes on commodities which obey the law 
of diminishing return, and devote part of the proceeds to bounties on 
commodities which obey the law of increasing return. 

These conclusions, it will be observed, do not by themselves 
afford a valid ground for government interference. But they show 
that much remains to be done, by a careful collection of the statistics 
of demand and supply, and a scientific interpretation of their results, 
in order to discover what are the limits of the work that society can 
with advantage do towards turning the economic actions of indivi- 
duals into those channels in which they will add the most to the sum 
total of happiness.^ 

^ It is rc^Riarkablc that Malthus, Political Kcouomy, ch. iii. § argricd that, 
thouph the diflicnlties thrown in the way of importinp foreign corn during the prent 
war turned capital from the more profitable employment of maniifacturo to the less 
profitable employment of agriculture, yet if we Uko account of the consequent 
increase of agricultural rent, we may conclude that the new channel may have been 
one of ‘Miigbcr national, though not higher individual profits.” In this no doubt 
lie was right ; but he overlooked t)ic far more important injury inflicted on the public 
by the consequent rise in the price of corn, and the consequent destniction of eon* 
Burners’ surplus. Senior takes aecoimt of the interests of the consumer in his study of 
the ditferont effects of increased demand on the one hand and of taxation on the 
other m the case of agricultural and manufactured prodiico [PoUtkal Econwrty, 
pp. 118-123). Advocates of Protection in countries which export raw produce have 
made use of arji^imontB tending in the same direction os those given in this Chapter ; 
and similar arguincots arc now used, especially in America (as for instance by Mr. 
H. C. Adams), in support of the active participation of the State in industricB which 
conform to the law oi increasing return. The graphic method has been applied, in a 
manner somewhat similar to that adopted in the present Chapter, by I^upiiit in 
1814 ; and, independently, by Fleeming dcakin {Edinburgh Philosophical transactions) 
in 1871. 



CHAPTER XIV 
THE THEORY OF MONOPOLIES 


§ 1. It has never been supposed that the monopolist in seeking v,xiv,i, 2 . 
his own advantage is naturally guided in that course which is most \veH7 
conducive to the well-being of society regarded as a whole, he himself "o™ 
being reckoned as of no more importance than any other member of the mono- 
it. The doctrine of Maximum Satisfaction has never been applied pa, from 
to the demand for and supply of monopolized commodities. But ^ 
there is much to be learnt from a study of the relations in which the 
the interests of the monopolist stand to those of the rest of society, 
and of the general conditions under which it might be possible to of a low 
make arrangements more beneficial to society as a whole than those 
which he would adopt if he consulted only his own interests : and 
with this end in view we are now to seek for a scheme for comparing 
the relative quantities of the benefits which may accrue to the 
public and to the monopolist from the adoption of different courses 
of action by him. 

In a later volume a study will be made of the Protean shapes of 
modern trade combinations and monopolies, some of the most 
important of which, as for c.xample “ Trusts,” are of very recent 
growth. At present we consider only those general causes deter- 
mining monopoly values, that can be traced with more or less 
distinctness in every case in which a single person or association of 
persons has the power of fixing either the amount of a commodity 
that is offered for sale or the price at which it is offered. 

§ 2. The frimd facie interest of the owner of a monopoly is Net 
clearly to adjust the supply to the demand, not in such a way that 
the price at which ho can sell his commodity shall ju,st cover its 
expenses of production, but in such a way as to afford him the 
greatest possible total net revenue. 

But here we meet with a difficulty as to the meaning of the 
term Net revenue. For the supply price of a freely-produced 
commodity includes normal profits; the whole of which, or at all 
events what remains of them after deducting interest on the capital 
employed and insurance against loss, is often classed indiscriminately 
, as net revenue. And when a man manages his own business, he 
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V, XIV. 3. often does not distinguish carefully that portion of his profits, which 
really is his own earnings of management, from any exceptional gains 
arising from the fact that the business is to some extent of the nature 
of a monopoly. 

This difficulty however is in a great measure avoided in the 
case of a public company; where all, or nearly all, the expenses of 
management are entered in the ledger as definite sums, and are 
subtracted from the total receipts of the company before its net 
income is declared. 

The net income divided among the shareholders includes interest 
on the capital invested and insurance against risk of failure, but little 
or no earnings of management; so tliat the amount by which the 
dividends are in excess of what may fairly be allowed as interest 
and insurance, is the MonojMly Revenue which we arc seeking. 

Since then it is much easier to specify exactly the amount of this 
net revenue when a monopoly is owned by a public company than 
when it is owned by an individual or private firm, let us take a.s a 
typical instance the case of a gas company that has the monopoly 
of the supply of gas to a town. For the sake of simplicity the 
company may be supposed to have already invested the whole of its 
own capital in fixed plant, and to borrow any more capital, that it may 
want to extend its busino.ss, on debentures at a fixed rate of interest. 

§ 3. The demand schedule for gas remains the same as it would be 
miSio ^ freely-produced commodity ; it specifies the price per 

is as usual; thousand feet at which consumers in the town will among them use 
suppi*/ numljcr of feet. But the supply schedule must reprc.sent 

the nomial expenses of production of each several amount supplied : 
drawn m and these include interest on all its capital, whether belonging 
pIm'*** shareholders or borrowed on debentures, at a fixed normal rate ; 
they include also the salaries of its directors, and permanent officials, 
adjusted (more or less accurately) to the work required of them, and 
therefore increasing with an increase in the output of gas. A 
The monopohj revenue schedule may then be constructed thus : — Having 
Uonopnhj gpt agaiiist each several amount of the commodity its demand price, 

revenue ^ V . . . 

schedule, and its supply price cstiinatcd on the plan just described, subtract 
each supply price from the corresponding demand price and set the 
residue in the monopoly revenue column against the corresponding 
amount of the commodity. 

Thus for instance if a thousand million feet could lie sold annuallw 
at a price of 3s. per thousand feet, and the supply price for this'' 
amount were 2.9. 9d. per thousand feet, the monopoly revenue 
schedule would show 3d. against this amount ; indicating an aggre- 
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gate net revenue when this amount was sold, of three million pence, v, xiv. 
or £12,500. The aim of the company, having regard only to their 
own immediate dividends, will be to fix the price of their gas at such 
a level as to make this aggregate net revenue the largest possible. 

§ 4. Now suppose that a change takes place in the conditions of 
supply; some new expense has to be incurred, or some old expense 
ean be avoided ; or perhaps a new tax is imposed on the undertaking 
or a bounty is awarded to it. 

First let this increase or diminution of the expenses be a fixed a tax, 
sum, bearing on the undertaking as one undivided whole and not ***“* 

^ Thus DD* being tlio demand ciirvp, and SS' Ibo cun*o corresponding to the 
eu])]>ly scliedulc described in the text, let bo drawn vertically from any 

jjoint M in Ox, cutting in and 1)D' in l \ ; and from it cut of! = PtP\t 
then the locus of Pj will be our tliird cun*c, which wo may coll the monopoly 
r£venu6 curve. The supply price for a small quantity of gas will nf course be very 
high : and in tho ncigiibourhood of Oy tlio supjdy curve will be above tlio demand 
curve, ond therefore the net revenue curve will be below Oi'. It will cut Ox in K 
and again in H, points which are vertieolly under /? oiul A, the two points of inter- 
section of tho demand and supply eiir\*eH. The miixinnim monopoly revenuo will 
then bo obtained by fiiuling a point on QQ' such that being drawn per]»t-'ndieiilar 
toOx,OL X X.93 is a maximum. I^abeingprotlucedtociitA'&''in78andi)iJ*inf?,,tlje 
company, if desiring to obtain tho greatest immediate monopoly revenue, will lix tlie 
price per thousand feet at £9,, and conscqiientlv mi)! sell OL thoimand feet; tho ex- 
ponses of production will be per thousand loot, and tho aggregate net revenue 
will be OL x q^qi, or which is tlie same tiling OL x Lq^. 

Tho dotted lines in tho diagram are known to mathematicians as rectangular 
hjqierbolas ; but wc may call them constant rcrciine ntrves : for they are such that if 
from a point on ony ono of tlicin 
lines be drawn pcrpondicular to Ox 
and Oy respectively (tho one rc- 
presenting revenuo per thousand 5 
feet and the other representing tho 
number of thousand feet bold), then 
tho product of these will bo n con- 
stant (juantity for every point on ono 
and the same curve, 1'his product 
is of course a smaller quantity for 
the inner curves, those nearer Ox 
and Oy, than it is for the outer 
ciin'cs, And coiisequently since 1\ 
is on a smaller lonstaut revenue 
curve than is, O.U ^ Ml\ is lees 
than OL x Lq^. It ^^ill be noticed 
that 93 is the point in ulikh QQ' 
touches one of these cur\’es. That 
is, ^3 is on n largf'r coiibtaiit revenue 
curve than ih any other point on QQ ‘ ; 
and therefore OL x Lq^ is greater 
than OM \ Ml\. not only in tho 
position given to il/ in the figui'c, but 
also in any position that A/ cun lake ^ 
along Ox. That is to sny, q^ has 
been coi'i'ci'tly determined as tho 
point on QQ' corresponding to the 
maximum total monopoly ivv(-nue. ’ 

And thus wo get the rule:— Jf , 
through that point in which QQ' 

touches one of u scries of constant rovcmic curves, n line be drawn vertically to cut the 
demand <Mirve, then tho distunec of that point of intorsection from Ofi will be the price 
at which the eommodity should be offered for salo in order that it may afford the 
muximum muno])uly revenue. See Note XXll. in tlie Mathematical Appendix. 
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V, XTV, 4. 
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varying with the amount of the commodity produced. Then, 
whatever be the price charged and the amount of the commodity 
sold, the monopoly revenue mil be increased or diminished, as the 
case may be, by this sum ; and therefore that selling price which 
afforded the maximum monopoly revenue before the change will 
afford it afterwards; the change therefore will not offer to the 
monopolist any inducement to alter his course of action. Suppose 
for instance that the maximum monopoly revenue is got when 
twelve hundred million cubic feet arc sold annually ; and that this 
is done when the price is fixed at 30(i. per thousand feet ; suppose 
that the expenses of production for this amount are at the rate of 
26(i., leaving a monopoly revenue at the rate of four pence per 
thousand feet, that is £20,000 in all. This is its maximum value : 
if the company fixed the price higher at, say, 31rf. and sold only 
eleven hundred million feet, they would perhaps get a monopoly 
revenue at the rate of 4-2 pence per thousand feet, that is £19,250 
in all; while in order to sell thirteen hundred millions they would 
have to lower their price to, say, 2&i.'and would get a monopoly 
revenue at the rate of perhaps 3-6d. per thousand feet, that is 
£19,500 in ail. Thus by fixing the price at 30d. they get £750 more 
than by fixing it at 31d., and £500 more than by fixing it at 28(?. 
Now let a tax of £10,000 a year be levied on the gas company as a 
fixed sura independent of the amount they sell. Their monopoly 
revenue will become £10,000 if they charge 30(i., £9,250 if they 
charge 31d., and £9,500 if they charge 28d. They will therefore 
continue to charge 30J. 

The same is true of a tax or a bounty proportioned not to the 
gross receipts of the undertaking, but to its monopoly revenue. 
For suppose next that a tax is levied, not of one fixed sum, but a 
certain percentage, .say 50 per cent, of the monopoly rovemie. 
The company will then retain a monopoly revenue of £10,000 if 
they charge 30d., of £9,625 if they charge 31d., and of £9,750 if they 
charge 28(f. They will therefore .still charge 30d.* 

* If to the expenses of uorkiiiu a mono|X)ly there ho added (by a tax or othf'nv ihc) 
s lump sum indepe^Klcnt of the amount produced/ the result will Ijo to cause every 
point on the monopoly revenue curvo to move downwards to a point on a constant 
revenue curve representing a constant revenue smaller by n, fixed ajntjunl than that 
on whieli it lies. Therefore tlie maxiimim revenue point on tho new monopoly rcx eiMio 
curve lies vertically lielow that on the old : that is, tho selling price and tho amount 
produced remain uncliangcd, and conversely with regal’d to a fixed bounty or othVt 
fixed diminution of aggregate working exfx^nses. >\a to the oifeets of a tax propo\‘ 
tional to monopoly revenue, aco Note XXIJJ. in the Mathematical Appendix. X 

It should however be noticed that if u tax or other now additional expense exeeotls' 
tho maximum monopoly revenue, it will prevent tlio monopoly from being norkocl at \ 
all; it will ponvert tho price which had afforded tho maximum monopoly rovenuo 
into the prico which would reduce lo a minimum tho loss that would roault fiom 
continuing to w’ork tho monopoly. 
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On the other hand a tax proportional to the amount produced v, xiv, 4. 
gives an inducement to the monopolist to lessen his output and 
raise his price. For by so doing he diminishes his expenses. And have that 
the excess of total receipts over total outlay may therefore be now if propor- 
increased by a diminution of output; though before the imposition 
of the tax it would have been lessened. Further, if before the quantity 
imposition of the tax the net revenue was only a little greater than 
that which would have been afiorded by much smaller sales, then 
the monopolist would gain by reducing his production very greatly ; 
and hence in such cases as this, the change is likely to cause a 
very great diminution of production and rise of price. The opposite 
effects will be caused by a change which diminishes the expense 
of working the monopoly by a sum that varies directly with the 
amount produced under it. 

In the last example, for instance, a tax of 2d. on each thousand 
feet sold would have reduced the monopoly revenue to £10,083 if the 
company charged 31d. per thousand feet and therefore sold eleven 
hundred millions ; to £10,000 if they charged 30d. and therefore 
sold twelve hundred millions, and to £8,CC6 if they charged 28cZ. 
and therefore sold thirteen hxmdred million feet. Therefore the 
tax would induce the company to raise the price to something higher 
than 30(i. ; they would perhaps go to 31d., perhaps somewhat 
higher ; for the figures before us do not show exactly how far it 
would be their interest to go. 

On the other hand, if there were a bounty of 2d. on the sale of each 
thousand feet, the monopoly revenue would rise to £28,416 if they 
charged 31d., to £30,000 if they charged 30(f., and to £30,333 if they 
charged 28d. : it would therefore cause them to lower the price. 

And of course the same result would follow from an improvement 
in the method of making gas, which lowered its cost of production 
to the monopolist company by 2d. per 1000 feet.' 

^ In tlie text it is supposed that the tux or bounty is directly proportional to the 
sales 1 but the argument, when closely examined, will bo found to involve no furthur 
assumption than llmt tlic ngpregate tax or bounty infroasos with every incroaso in 
tliat amount ; Iho argument does not really require that it should incroaso in exact 
proportion to that amount. 

Mucli instruction is to bo got by drawing diagrams to represent various conditions 
of demand and of (monopoly) supply, with tho resultant shapes of the monopoly 
revenue curve. A cureful study of tho shapes tims obtaineil will give moro assistance 
than any elaborate courso of reasoning in tho cndcuvour to realise the multiform 
action of economic forces in relation to monopolies. A tracing may bo mado on 
thin paper of tlic constant rcvemio our\'cs in ono of the diagrams; and this, when 
laid over a monopoly revenue ciir\'c, w'ill iiulieute at once the point, or points, of 
maximum revenue. For it will bo found, not only w'hen the (lenmnd and supply 
curves cut ono another more than onee, but also when they do not, there wnll often 
be, as in fig. 35, several points on a monopoly revenue curve at wliiuh it touehes a 
constant revenue curve. J^ach of these points will show a true maximum monopoly 
revenue; but one of them will generally stand out pre-emineatly as being on a larger 
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V, XIV, 5 . § 5. The monopolist would lose all his monopoly revenue if he 

In c^- produced for sale an amount so great that its supply price, as here 
paring defined, was equal to its demand price : the amount which gives 
pr?M mth the maximum monopoly revenue is always considerably less than 
tion^rice therefore appear as though the amount produced 

under a monopoly is always less and its price to the consumer 
always higher than if there were no monopoly. But this is not the 
case. 


constant I’evcniu* curvo than any of lUo others and therefore iiulicatin^ a laiffcr 
monopoly rovenuo than they. 

If it happens, aa in lip. 3o, tlml this chief nwximiim q\ lies a loner way to the riphl 
of a smaller maximum then the imposition of a tax on tho commodity, or any 
other change that raised its supply curvo throughout, would lower by an equal 



amount the monopoly rovonuo cur\' 0 . Let tho supply cuf\o bo raised from 
to the position IS'; and in consequence lot tlic monopoly revenue curve fall from its 
old position QQ' to ZZ' ; then llit* chief point of maximum rovenuo will move from 
9'a to Zg, representing a great diminution of ]>roUuction, a great rise of price uml a 
groat injury to the consumers. The converse elTcela of any change, such ns ii bounty 
on the commodity, which lowers its sujiply price throughout and raises the monopoly 
revenue curve, may lie seen by regawling ZZ* as tho old end QQ' ns the new jiositi-ou 
of that ciir\'e. It will be obvious on a liitlo eonsidcrnlion (but the fact mny wijlh 
udviintuge bo illustrated by drawing sxiilablc diugninis), tiaU tlie more nearly tW 
monopoly revenue* curve approximates to the shape of a conslunt revenue curve, tlV' 
greater will bo tike cliange in the position of llio maximum rcveniio point whicJai 
results from kiny given alteration in the expenses of production of tlic comniOkUty^ 
generally. This change is great in lig. Oo not because DL)' and >S»S' intcrsci’t moro u 
than once, but l>ccauso two parts of ono a long way to tlio right of tho other, liu 
in the nciglibourliuod of the same con.'ftuut rcwiiuc curvo. 
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For when the production is all in the hands of one person or v, xiv, s. 
company, the total expenses involved are generally less than would 
have to be incurred if the same aggregate production were distributed remember- 
among a multitude of comparatively small rival producers. They monopoly 
would have to struggle with one another for the attention of con- 
sumers, and would necessarily spend in the aggregate a great deal bo worked 
more on advertising in all its various forms than a single firm would ; can"?™* 
and they would be less able to avail themselves of the many various 
economies which re.sult from production on a large scale. In 
particular they could not afford to spend as much on improving 
methods of production and the machinery used in it, as a single large 
firm which knew that it was certain itself to reap the whole benefit 
of any advance it made. 

This argument docs indeed assume the single firm to be managed 
with ability and enterprise, and to have an unlimited command of 
capital — an assumption which cannot always be fairly made. But 
where it can be made, we may generally conclude that the supply 
schedule for the commodity, if not monopolized, would show 
higher supply prices than those of our monopoly supply schedule; 
and therefore the equilibrium amount of the commodity produced 
under free competition would be less than that for which the demand 
price is equal to the monopoly supply price.^ 

One of the most interesting and difficult applications of the But this 
theory of monopolies is to the question whether the public interest “.'“tions 
is best served by the allotment of a distinct basin to each great rail- arc 
way, and excluding competition there. For the proposal it is urged LTfrcncrai 
that a railway can afford to carry two million passengers, or tons of 
goods, cheaper than one million : and that a division of the public 
demand between two lines will prevent either of them from offering a 
cheap service. It must be admitted that, other things being 
equal, the “ monopoly revenue price ” fixed by a railway will be 
lowered by every increase in the demand for its services, and vice 
versa. But, human nature being what it is, experience has shown 
that the Iireaking of a monopoly by the openmg out of a competing 
line accelerates, rather than retards the discovery by the older line 

^ Tn othor words, tlioiigli L lies necessarily a good deal to the left of //, accoitling 
to tho notation in lig. 34 ; yet tlio supply curve for tho commodity, if tliero were no 
monopoly, miulit lie so mucli above tho present position of SS' that its point of inter* 

BCetion with JJ/J' would lie much to tho left of A in the fipuro, and might not improb- 
ably Uo to the left of £. Something has already been said (IV. xi., xn. ; and V. xi.)» 
ns to tho advnntngos which a single powerful linn has over its smaller rivals in those 
industries in uhich the law of inerrusing return acts strongly; and as to tho chance 
which it might have of obtaining a practical monopoly of its own branch of produc- 
tion, if it wore managed for many generations together by people whose genius, 
enterprise and energy etiualicd tlioso of the original founders of the business. 
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V, XIV, 6 . that it can afford to carry traffic at lower rates. There still remains 
the suggestion that after a while the railways will combine and charge 
the public with the expense wasted on duplicating the services. But 
this again only opens out new matters of controversy. The theory 
of monopolies starts rather than solves practical issues such as these : 
and we must defer their study 

Tiie § 6 . So far we have supposed the owner of a monopoly to fix 

may°iowc? the price of his commodity with exclusive reference to the immediate 
his price net revenue which he can derive from it. But, in fact, even if he 
view to does not concern himself with the interests of the consumers, he is 
doveiop^ hkely to reflect that the demand for a thing depends in a great 
mentofiiis measure on people’s familiarity with it; and that if he can increase 
busmesfl, taking a price a little below that which would afford 

him the maximum net revenue, the increased use of his commodity 
will before long recoup him for his present loss. The lower the price 
of gas, the more likely people are to have it laid on to their houses; 
and when once it is there, they are likely to go on making some use of 
it, even though a rival, such as electricity or mineral oil, may be 
competing closely with it. The case is stronger when a railway 
company has a practical monopoly of the transport of persons ami 
goods to a sea-port, or to a subm'ban district which is as yet but 
partly built over; the railway company may then find it worth 
while, as a matter of business, to levy charges much below those 
which would afford the maximum net revenue, in order to get 
merchants into the habit of using the port, to encourage the inhalii- 
tants of the port to develop their docks and warehouses ; or to assist 
speculative builders in the new suburb to build houses cheaply and to 
fill them quickly with tenants, thus giving to the suburb an air of 
early prosperity which goes far towards insuring its permanent 
success. This sacrifice by a monopolist of part of his present gains 
in order to develop future business differs in extent rather than kind 
from the sacrifices which a yoimg firm commonly makes in order to 
establish a connection. 

In such cases as these a railway company though not pretending 
to any philanthropic motives, yet finds its own interests so closely 

‘ Tho full theoretical treatment of questions rolatinf? to the iiilldenro cx(‘rl,(‘(l 
on monopoly piice by an inci'caso of demand requires tho uso of muthemati* a \ot 
which tlio reader is referred to an article on monopolies hy Professor iCdKcworth 
tho Giornale dcffli Eco)iomi9ii for OcU 1897. 33ut an in 8 ])eetion of li^. 3t will hlitlv/ 
that a uniform raising; of I?I)' will push L much to (ho right; aiul that tho rcsultiiV^ 
position of 7 | will probably bo lower than before. If, however, a now class of resilient^ 
qomo into tho district, wdio aro so well to do, that their willingness to travel is vor> \ 
little affected by tho railway clmrKCB, thou the shapo of JJJJ' will be altered ; its loft 
side will bo raised moro in proportion than its right : and llio now position of 7 , 
may be liigher than the old. 
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connected with those of the purchasers of its services, that it gains v, xiv, 7 . 
bj making some temporary sacrifice of net revenue with the purpose 
of increasing consumers’ surplus. And an even closer connection 
between the interests of the producers and the consumers is found 
when the landowners of any district combine to make a branch 
railway through it, without much hope that the traffic will afford 
the current rate of interest on the capital which they invest — that 

is, without much hope that the monopoly revenue of the railway, 
as we have defined it, will be other than a negative quantity — ^but 
expecting that the railway will add so much to the value of their 
property as to make their venture on the whole a profitable one. 

And when a municipality undertakes the supply of gas or water, or from 
or facilities for transport by improved roads, by new bridges, or by “nj 
tramways, the question always arises ■whether the scale of charges 
should be high, so as to afford a good net revenue and relieve the consHmera. 
pressure on the rates ; or should be low, so as to increase consiuncrs’ 
surplus. 

§ 7. It is clear then that some study is wanted of calculations 
by which a monopolist should govern his actions, on the sup- 
position that he regards an increase of consumers’ surplus as 
equally desirable to him, if not with an equal increase of his o\vn 
monopoly revenue, yet with an increase, say, one-half or one-quarter 
as great. 

If the consumers’ surplus w'hich arises from the sale of the com- The tola! 
modity at any price, is added to the monopoly revenue derived from “ 

it, the sum of the two is the money measure of the net benefits s"™ 

accruing from the sale of the commodity to producers and con.sumcrs inonopoiy 
together, or as we may say the total benefit of its sale. And if the 
monopolist regards a gain to the consumers as of equal importance Biuiicrs’ 
with an equal gain to himself, his aim will be to produce just that 
amount of the commodity which will make this total l)enefit a 
maximum.^ 


^ In fip. 30 DD', Sy, and QQ' represent tlio demand, suppJy, end moiio]io)y 
rcvemio curves drawn on tlie same jilan us in fig. 34. From 1\ draw 
diculap to Oiji llieii DF1\ is tlio conauracre’ aupplua derived from tlie sulo of OM 
thousand foet of gas at tho price MPi, In MPf tako a point such that OM x 
= the area DFP^ : then as M moves from 0 along Ox, P^ will traco out oup 
fourth curve, Oi?, wliich wo may call tho conauiMrs' aurplxiii curi'c, (Of course it 
passes through 0, because when tho sale of tho commodity is reduced to nothing, the 
consumers’ surplus alao vanishes.) 

Next from P^Fi cut olf P^Pi equal to MP4, so tlmt MP^ = il/P, + MPy Hien 
OhI X MP4 = OM + MP4 + OM X MP4; but OM x MP4 is tho total monopoly 
rovenue wlien an amount OM is being sold at a price and OM x MP4 is the 
froiTCsponding consuin(M‘s’ surplus. Uliepcforc OM x is tho sum of tlie mono* 
poly revenue and tho coiiHumors’ surplus, tlmt is the (money measure of the} total 
f benefit whieli tho oomniunity will derive from the commodity when an amount 
OM is pr<^uced. The locus of P4 is our tilth curve, QT, wliich we may call the Mai 
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But it will seldom happen that the monopolist can and mil treat 
£1 of consumers’ surplus as equally desirable with £1 of monopoly 
revenue Even a government which considers its own inteusts 
coincident with those of the people has to take account of the fact 
that, if it abandons one source of revenue, it must m general fall back 
on others wbch have their own disadvantages For they will 
necessarily involve fnctiou and expense in collection, together with 
some injury to the public, of the kind which vve have described as a 
loss of consumers’ surplus and tbcj can ncvci be adjusted with 
perfect fairness, especially when account is taken of the unccpnl 
shares that different members of the community will get of tin 
benefits foi the sake of which it is proposed that the gov eminent 
should forego some of its revenue 

Suppose then that the monopolist makes a compromise, and 
reckons £1 of consumers’ surplus as equivalent to say 10s of mono 
poly revenue Let him calculate the monopoly revenue to be got 
from selhng his commodity at any given price, and to it let him add 


lenefit cune It touchca ono of the conshnt revenue, turves at I iiul this s! 
that the (monej meaauic of the) total bcnUit la a maximum when the amo ml olUi 1 
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one half the corrcspondinjT consumers’ surplus : the sum of the two V, xiv, s. 
may be called the rowpromisc hnirjit; and his aim will be to fix on 
that price which will make the compromise benefit as large as 
possible.^ 

The following general results are capable of exact proof : but on General 
a little consideration they will appear so manifestly true as hardly to 
require proof. Firstly, the amount which the monopolist will offer 
for sale will be greater (and the price at which he will sell it will be 
less) if he is to any extent desirous to promote the interests of 
consumers than if his sole aim is to obtain the greatest possible mono- 
poly revenue ; and secondly, the amount produced will be greater 
(and the selling price will bo less) the greater be the desire of the 
monopolist to promote the interests of consumers ; i.e. the larger be 
the percentage of its actual value at which he counts in consumers’ 
surplus with his omi revenue.* 

§ 8. Not many years ago it was commonly argued that ; “ An The 
English ruler, who looks upon himself as the minister of the race he 'o7tho*"°° 
rules, is bound to take care that he impresses their energies in no interests of 
work that is not worth the labour that is spent upon it, or — to hasTSr* 
translate the sentiment into plainer language — that he engages in 
nothing that will not produce an income sufficient to defray the 
interest on its cost.” * Such phrases as this may sometimes have 
meant little more than that a benefit which consumers were not 
willing to purchase at a high price and on a large scale, was likely to 
exist for the greater part only in the specious counsels of those who 
had .«omo personal interest in the proposed undertakings; but 
probably they more often indicated a tendency to under-estimate 
the magnitiule of that interest which consumers have in a low price, 
and which we call consumers’ surplus.^ 

1 ]f lie romiiromi'ies on tlic hosis tlml £1 of Ponsunu*is' wirplus is nciiinlly tU simble 
with £n cf inoiiof)o/y ^*^prn(c*, Ijciiij; n pTOper fraction, ict us fufco u point in 
sufli tluit /^i ’9 == Ti./'j/’sf or, \\hicli is Ihc samo thin^, Then OJI x 

~ OJJ \ + >if}M X J//’, ; that is, it is equal to the monopoly revenue 

derived from srlliiii; an amount OM of the commoility at tho price + » times 

the constiiniMs’ hurplns derived from tliKsale : and is therefore tho compromise benefit 
derived from tliut sale. 'J’lu' loeu> of is our sixth curve, QU, which uo may call 
tho roinpromisr fjdic/f/t'u/rr. It touches one of theeonslimt I’cvenue curves in 1 / 9 ; which 
shows that the coinproinifle benefit attains its maximum whoii amount OY is sold; 
or wliicii is tlic samo tliiii;;, when the belling price is fixed at tho demand price for the 
amount OY . 

* 'J’iiat is to Piiy, firstly, OY fig. 30 is always greater than OL\ and secondly, the 
greater u is, the greater 0 1' is. (See Xotc XXllI. hit* in the Mathematical A]>pciiclix.) 

( ® The words fire quoted from a leading article in 27ic Tiuivs for July 30, 1874 : 
tlyoy fairly represent a great liody of {uiblie opinion. 

7 Fig. 37 niiiy he taken to represent the case of n jiropobcd Government under- 
taking in India. The supply curve is above tho demand curvo during its whole 
(length, showing that the enterprise to which it refers is unrcniunerative, in the sense 
that whatever jirico the producers fix, they will lose money ; thoir monopoly revenue 
will he a negative quantity. But QT the total benefit curve rises above Oxi and 



406 


THBOBY OF MONOPOLIES 


V» xrv, 8. 

becatise 

direct 

personal 

exporienco 

seldom 

helps 

much 

towards 

forminfz 

correct 

estimates 

of them, 


One of the chief elements of success in private business is the 
faculty of weighing the advantages and disadvantages of any pro- 
posed course, and of assigning to them their true relative importance. 
He who by practice and genius has acquired the power of attributing 
to each factor its right quantity, is already well on the way to for- 
tune ; and the increase in the efficiency of our productive forces is in 
a great measure due to the large number of able minds who are 
devoting themselves ceaselessly to acquiring these business instincts. 
But unfortunately the advantages thus weighed against one another 
are nearly all regarded from one point of view, that of the producer ; 
and there are not many who concern themselves to weigh against 

touches a constant revenue curve in If then they offer for sale an amount OW 
(or, which is the same thing, fix the price at the demand price for OTK), the resultant 
coDSumers’ surplus, if taken at its full value, will outweign the loss on working by an 



amount roprosentetl by OW x But suppose thot, in order to make up (ho 
deficiency, Government must levy taxes, and that ta kin g account of all indirect 
expenses and other evils, these cost the public twice what they bring in to the Govern- 
ment, it will then be necessary to count two rupees of tlio consumers’ surplus 
compensating for a Government outlay of only one rupee ; and in order to represdpnt 
tlie net gain of the undertaking on this supposition, we must draw the eompromiV* 
benefit curve QU as in fig. 30, but putting n « Thus jl/P, = il/P, x 
(Another way of putting the same thing is to soy thot QU iB drawn midway botwee>\ 
the monopoly revenue (negative) curve QQ' ond the total benefit curve QT.) QC/'X 
^ drawn in fig. 37 touches a constant revenue curve in U|, showing that if the amount v 
OY is offered for sale, or, which is the same thing, if the price is fixed at the demand 
price for OF, there will result a net gain to India represented by OF x 
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one another the relative quantities of the interests which the con- v, dv, s. 
sumers and the producers have in different courses of action. For 
indeed the requisite facts come within the direct experience of only a 
very few persons, and even in the case of those few, only to a very 
limited extent and in a very imperfect way. Moreover when a great 
administrator has acquired those instincts udth regard to public 
interests which able business men have with regard to their own 
affairs, he is not very likely to be able to carry his plans with a free 
hand. At all events in a democratic country no great public under- 
taking is secure of being sustained on consistent lines of policy, 
unless its advantages can be made clear, not only to the few who 
have direct experience of high public affairs, but also to the many 
who have no such experience and have to form their judgment on 
the materials set before them by others. 

Judgments of this kind must always be inferior to those which an and our 
able business man forms, by the aid of instincts based on long I"'’''? 

. . , 1 1 • 1 • XX ^ statistics 

experience with regard to ms own business. But they may be made ore not yet 
much more trustworthy than they are at present, if they can be 
based on statistical measures of the relative quantities of the 
benefits and the injuries which different courses of public action 
are likely to cause to the several classes of the community. Much of 
the failure and much of the injustice, in which the economic policies 
of governments have resulted, have been due to the want of statistical 
measurement. A few people who have been strongly interested on 
one side have raised their voices loudly, persistently and all together; 
while little has been heard from the great mass of people whose 
interests have lain in the oppo.site direction; for, even if their atten- 
tion has been fairly called to the matter, few have cared to exert 
themselves much for a cause in which no one of them has more than 
a small stake. The few' therefore get their way, although if statis- 
tical measures of the interests involved were available, it might 
prove that the aggregate of the interests of the few was only a 
tenth or a hundredth part of the aggregate of the interests of the 
silent many. 

No doubt statistics can be easily misinterpreted ; and are often statistical 
very misleading when first applied to new problems. But many 
of the worst fallacies involved in the misapplications of statistics misleading 
are definite and can be definitely exposed, till at last no one ventures but free 
to repeat them even when addressing an uninstructed audience : 
and on the whole arguments which can be reduced to statistical away 
forms, though still in a backward condition, are making more sure rluactet * 
and more rapid advances than any others towards obtaining the 
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V, XIV. 9 . general acceptance of all who have studied the subjects to which 
— they refer. The rapid growth of collective interests, and the 
increasing tendency towards collective action in economic affairs, 
make it every day more important that we should know what 
quantitative measures of public interests are most needed and what 
statistics are required for them, and that we should set ourselves to 
obtain these statistics. 

Hopes for It is perhaps not unreasonable to hope that as time goes on, 
from the* Statistics of consumption will be so organized as to afford demand 
statistical schodulcs sufficiently trustworthy, to show in diagrams that uill 
dramnd appeal to the eye, the quantities of consumers’ surplus that will 
and con- pesult froDi different courses of public and private action. By the 
surplus, study of these pictures the mind may be gradually trained to get 
juster notions of the relative magnitudes of the interests which the 
community has in various schemes of public and private enterprise ; 
and sounder doctrines may replace those traditions of an earlier 
generation, which had perhaps a wholesome influence in their time, 
but which damped social enthusiasm by throwing suspicion on all 
projects for undertakings by the public on its own behalf which 
wou/J not show a balance of direct pecuniary profit. 

The practical bearings of many of the abstract reasonings in which 
we have recently been engaged will not bo fully apparent till we 
approach the end of this treatise. But there seemed to be advan- 
tages in introducing them thus early, partly because of their eluse 
connection with the main theory of equilibrium of demand and 
supply, and partly because they throw side lights on the character 
and the purposes of that investigation of the caitses which cletcnnine 
distribution on which we are about to enter. 

§ 9, So far it has been assumed that the monopolist can Imy and 
ortwo™ freely. But in fact monopolistic combinations in one branch of 
monopolies industry foster the growth of monopolistic combinations in those 
on^cadr* occasion to buy from or sell to it : and the conflicts and 

°'ci'Ts'*n between such associations play a role of ever increasing 

capable of importance in modern economics. Abstract reasoning of a general 
ao“ution.“' character has little to say on the subject. If two absolute mono- 
polies are complementary, so that neither can turn its products 
to any good account, without the other’s aid, there is no meanre of 
determining where the price of the ultimate product will bo fixWb 
Thus if wc supposed, fallowing Cournot’s lead, that copper 
zinc were each of tliem useless e.xcept when combined to maW 
brass : and if we supposed that one man, A, owned all the availabl^ 
sources of supply of copper; while another, B, owned all those of 
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zinc ; there would then be no means of determining beforehand what v. xiv, 9. 
amount of brass would be produced, nor therefore the price at which 
it could be sold. Each would try to get the better of the other 
in bargaining; and though the issue of the contest would greatly 
affect the i)urchasers, thej' would not be able to influence it.* 

Under the conditions supposed, A could not count on reaping There 
the whole, nor even any share at all of the benefit, from increased /mf 
sales, that would be got by lowering the price of copper in a market 
in which the price of zinc was fixed by natural causes rather than tim" tiio 
strategical higgling and bargaining. For, if he reduced his price, B 
might take the action as a sign of commercial weakness, and raise '■'‘■is for 
the price of zinc ; thus causing A to lose both on price and on fu’si'on, 
amount sold. Each would therefore be tempted to bluff the other ; 
and consumers might find that less brass was put on the market, 
and that therefore a higher price could be exacted for it, thiin if a 
single monopolist owned the whole supplies both of copper and of 
zinc : for he might see his way to gaining in the long run by a low 
price which stimulated consumption. But neither A nor B could 
reckon on the effects of his own action, unless the two came together 
and agreed on a common policy : that is unless they made a partial, 
and perhaps temporary fusion of their monopolies. On this ground, 
and becavLse monopolies are likely to disturb allied industries it may 
reasonably be urged that the public interest generally requires that 
complementary monopolies should be held in a single hand. 

But there arc other considerations of perhaps greater importance but Buoh 
on the other side. For in real life there arc scarcely any monopolies 
as absolute and permanent as that just discussed. On the contrary mnnycaspa 
there is in the modern world an ever incrca.sing tendency towards the i-rratcr'^ 
substitution of new things and new methods for old, which arc not 
being developed progressively in the interests of consumers ; and discoKia 
the direct or indirect competition thus brought to bear is likely to removed 
weaken the jiosition of one of the complementary monopolies more 
than the other. For instance if there be only one factory for 
spinning and only one for weaving in a small i.solatcd country, it 
may be for the time to the public intere.st that the two should be in 

* Tims there ia n aliiilit iinnlofry between this eaae and that of tomposite rent 
of water jfower, and llie only sito on which it could be turned to account (hoc nbovo 
V. XI. 7), so fur us the iiidi Icriniimtencsa of Ihe division of the producer’s surplus is 
concerned. Jiul in this en.se there is no means of knowhm wliut tlio producer’s surplus 
will ho. Cournot’s fundamcntul erjuatioiis npjjonr to be bused on inconsistent assump- 
tifins see Jinfioclict siir led prindpen malkematitfUfi, de/t Ifirkessea, Oh. ix. p. 113. 

Here, ns elsewhere, he a])cncd uj) new jzrouiKl, hut oNorlookcd somo of its most 
oh\iouh feuturea. Prof. If. L. Moore {Quartcrlif Journal of Economics^ Feb. 1906), 
basing himself paitly on the work of llertriind nmi Prof. ICdgoworth, lays down clearly 
the nssfimplioiis winch arc appropriate to monopoly problems. 
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V,3nv,9. the same hanrls. But the monopoly so established will bo much 
■ ■ “ harder to shake than would either half of it separately. For a new 
venturer might push his way into the spinning business and compete 
with the old spinning mill for the custom of the old weaving sheds. 

Consider again a through route, partly by rail and partly by 
sea, between two great centres of industry. If competition on 
either half of the route were permanently impossible, it would prob- 
ably be to the public interest that the ships and the railway line 
should be in the same hands. But as things are, no such general 
statement can be made. Under some conditions it is more to the 
public interest that they should be in one hand; under others, 
and those perhaps the conditions that occur the more frequently, 
it is in the long run to the public interest that they should remain in 
different hands. 

Similarly the primd Jack arguments in favour of the fusion of 
monopolistic cartels, or other associations, in complementary 
branches of industry, though often plausible and even strong, uill 
generally be found on closer examination to be treacherous. Tlicy 
point to the removal of prominent social and industrial discords ; 
but at the probable expense of larger and more enduring discords in 
the future.' 

‘ Hook in. of Industry and Trade, is occupied witli a study of problems akin to 
those which havo been sketched in this chapter. 



CHAPTER XV 


SUMMARY OF THE GENERAL THEORY OF EQUILIBRIUM OP 
DEMAND AND SUPPLY 

§ 1. The present chapter contains no new matter : it is a mere v, xv, i. 
snmmarj’ of the results of Book V. The second half of it may be of 
service to anyone who has omitted the later chapters : for it may 
indicate, though it cannot explain, their general drift. 

In Book V we have studied the theory of the mutual relations of 
demand and supply in their most general form; taking as little 
account as possible of the special incidents of particular applications 
of the theory, and leaving over for the following Book the study of 
the bearings of the general theory on the special features of the 
several agents of production. Labour, Capital, and Land. 

The difficulties of the problem depend chiefly on variations in the Ch. I. 
area of space, and the period of time over which the market in . 
question extends; the influence of time being more fundamental 
than that of space. 

Even in a market of very short period, such as that of a provincial Ch. n. 
corn-cxchange on market -day, the “ higgling and bargaining ” 
might probably oscillate about a mean position, which would have bnum of 
some sort of a right to be called the equilibrium price : but the action 
of dealers in offering one price or refusing another would depend ™pply 
little, if at all, on calculations with regard to cost of production. 

They would look chiefly at present demand on the one hand, and on 
the other at the stocks of the commodity already available. It is 
true that they would pay some attention to such movements of 
production in the near future as might throw their shadow before ; 
but in the case of perishable goods they would look only a very little 
way beyond the immediate present. Cost of production has for 
instance no perceptible influence on the day’s bargaining in a fish- 
market. 

In a rigidly stationary state in which supply could be perfectly 
adjusted to demand in every particular, the normal expenses of Eqmii- 
production, the marginal expenses, and the average expenses (rent 
being counted in) would be one and the same thing, for long periods demand 
and for short. But, as it is, the language both of professed writers on “uppiy. 
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V, XV, 1. economics and of men of business shows much elasticity in the use of 
the term Xormal when applied to the causes that determine value, 
clement And oiie fairly well marked division needs study. 

Lon™° On the one side of this division are long periods, in which the 
period normal action of economic forces has time to work itself out more 

normS fully; in wliicli therefore a temporary scarcity of skilled labour, 

price. or of ail)’ other of the agents of production, can be remedied ; and in 
which those economics that normally result from an increase in tlie 
scale of production — normally, that is without the aid of any sub- 
stantive new invention — ^have time to develop themselves. The, 
expenses of a representative firm, managed with normal ability and 
having normal acccs.s to the internal and external economies of 
production on a large scale, may be taken as a standard for estimating 
normal expenses of production : and when the period under survey 
is long enough to enable the investment of capital in building up a 
new business to complete itself and to bear full fruits; then the 
marginal sujiply price is that, the expectation of which in the long 
run just snflices to induce capitalists to invest their material capital, 
and workers of all grades to invest their personal capital in the trade, 
Short- On the other side of the line of divi.sion are periods of time long 
normal cnougli to enable producers to adapt their jiroduction to changes in 

Sib normal existing proN'i.sioii of 

price. specialized skill, specialized cajntal, and indirstrial organization; 
but not long enough to enable them to make any important changi'.s 
in the supplies of tlicsc fiictors of production. For such periods the 
stock of material and personal appliances of production has to be 
taken in a great measure for granted : and the marginal increment of 
supply is determined by e.stimatcs of producers as to the amount of 
production it is worth their while to get out of tho.se appliances. 
If trade is bri.sk all energies are strained to their utmo.st, overtime is 
worked, and then (he limi( to production is given by want of power 
rather than by want of will to go farther or faster. But if trade is 
slack every producer has to make up his mind how near to prime cost 
it is worth his while to take fre.sh ordei's. And here there is no 
definite law, the chief ojierative force is the fear of spoiling the 
market ; and that acts in different ways and with different strengths 
on different individuals and different industri.al groups. Forfthe 
chief motive of all open combinations and of all informal silent laail 
“ customary ” understandings whether among employers or Em- 
ployed is the need for preventing individuals from spoiling tdte 
common market by action that may bring them immediate gainsV 
but at the cost of a greater aggregate loss to the trade. 
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§ 2. We next turned aside to consider the relations of demand and 
supply with reference to things that need to be combined together 
for the purposes of satisfying a joint demand; of which the most 
important instance is that of the specialized material capital, and the 
specialized personal skill that must work together in any trade. 
For there is no direct demand on the part of consumers for either 
alone, but only for the two conjointly; the demand for either 
separately is a derived demand, which rises, other things being equal, 
with every increase in the demand for the common products, and 
with every diminution in the supply price of the joint factors 
of production. In like manner commodities of which there is a joint 
supply, such as gas and coke, or beef and hides, can each of them 
have only a derived supply price, governed by the expenses of the 
whole process of production on the one hand, and on the other by 
the demand for the remaining joint products. 

The composite demand for a thing, resulting from its being used 
for several different purposes, and the composite supply of a thing, 
that has several sources of production, present no great difficulty; 
for the several amounts demanded for the different purposes, or 
supplied from different sources, can be added together, on the same 
plan as was adopted in Book III., for combining the demands of the 
rich, the middle classes and the poor for the same commodity. 

Next we made some study of the division of the supplementary 
costs of a business— and especially those connected with building 
up a trade connection, with marketing, and with insurance— among 
the various products of that business. 

§ 3. Keturning to those central difficulties of the equilibrium of 
normal demand and supply which arc connected with the element of 
time, we investigated more fully the relation between the value of an 
appliance for production and that of the things produced by it. 

When different producers have different advantages for pro- 
ducing a thing, its price must be sufficient to cover the expenses of 
production of those producers who have no special and exceptional 
facilities ; for if not they will withhold or diminish their production, 
and the scarcity of the amount supplied, relatively to the demand, 
will raise the price. When the market is in equilibrium, and the 
thing is being sold at a price which covers these expenses, there 
remains a surplus beyond their expenses for those who have the 
assistance of any exceptional advantages. If these advantages arise 
from the command over free gifts of nature, the surplus is called a 
producer’s surplus or producer’s rent ; there is a surplus in any case, 
and if the owner of a free gift of nature lends it out to another, he can 
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V, XV, 4 . generally get for its use a money income equivalent to this surplus. 

The price of the produce is equal to the cost of production of that 
part of it, which is raised on the margin, that is under such unfavour- 
able conditions as to yield no rent. The cost of this part can be 
reckoned up without reasoning in a circle; and the cost of other 
parts cannot. 

If land which had been used for growing hops, is found capable 
of yielding a higher rent as market-garden land, the area under hops 
wiU undoubtedly be diminished ; and this will raise their marginal 
cost of production and therefore their price. The rent which land 
will yield for one kind of produce, calls attention to the fact that a 
demand for the land for that kind of produce increases the difficulties 
of supply of other kinds; though it does not directly enter into 
those expenses. And similar arguments apply to the relation be- 
tween the site values of urban land and the costs of things made on it. 

Thus when we are taking a broad view of normal value, when we 
are investigating the causes which determine normal value “ in the 
long run,” when we are tracing the “ ultimate ” effects of economic 
causes; then the income that is derived from capital in thc.se forms 
enters into the payments by which the expenses of production of the 
commodity in question have to be covered ; and estimates as to the 
probable amount of that income directly control the action (jf the 
producers, who are on the margin of doubt as to whether to incriMse 
the means of production or not. But, on the other hand, when wo 
are considering the causes which determine normal prices for a 
period which is short relatively to that required for largely increasing 
the supply of those appliances for production ; then their influence 
on value is chiefly indirect and more or less similar to that exerted by 
the free gifts of nature. The shorter the period which we are 
considering, and the slower the process of production of those 
appliances, the leas part wdll variations in the income derived from 
them play in checking or increasing the supply of the commodity 
produced by them, and in raising or lowering its supply price, 
isi vn §4, This leads to the consideration of some dilKcultics of a 
fluenMof character connected with the marginal expenses of pro- 

Uio law of duction of a commodity that obeys the law of increasing ret mn^ 
returnTn difficulties arise from the temptation to represent supply fcce 
supply as dependent on the amount produced, without allowing for^thc 
not show length of time that is necessarily occupied by each indivit%ual 
charMtor ^^i^sss in extending its internal, and still more its external organ! 
in short tion; and in consequence they have been most conspicuous .\n 
penods. mathematical and semi-mathematical discussions of the theory oi \ 
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value. For when changes of supply price and amoimt produced are v, xv, s. 
regarded as dependent exclusively on one anoth^ without any 
reference to gradual growth, it appears reasonable to argue that 
the marginal supply price for each individual producer is the addition 
to his aggregate expenses of production made by producing his last 
element; that this marginal price is likely in many cases to be 
diminished by an increase in his output much more than the demand 
price in the general market would be by the same cause. 

The statical theory of equilibrium is therefore not wholly applic- Short- 
able to commodities which obey the law of increasing return. It of™”®* 
should however bo noted that in many industries each producer statical 
has a special market in which he is well known, and which he cannot 
extend quickly ; and that therefore, though it might be physically 
possible for him to increase his output rapidly, he would run the 
risk of forcing down very much the demand price in his special 
market, or else of being driven to sell his surplus production outside 
on less favourable terms. And though there are industries in which 
each producer has access to the whole of a large market, yet in these 
there remain but few internal economies to be got by an increase of 
output, when the existing plant is already well occupied. No 
doubt there are industries as to which neither of these statements is 
true : they are in a transitional state, and it must be conceded that 
the statical theory of equilibrium of normal demand and supply 
cannot bo profitably applied to them. But such cases are not 
numerous; and with regard to the great bulk of manufacturing 
industries, the connection between supjdy price and amount shows a 
fundamentally different character for short periods and for long. 

For short periods, the difficulties of adjusting the internal and 
external organization of a business to rapid changes in output are so 
great that the supply price must generally be taken to rise with an 
increase, and to fall with a diminution in the amount produced. 

But in long periods both the internal and the external economies its 
of production on a large scale have time to develop themselves. Sfiong™ 
The marginal supply price is not the expenses of production of any pono*. 
particular bale of goods : but it is the whole e.xpenscs (including 
insurance, and gross earnings of management) of a marginal incre- 
ment in the aggregate process of production and marketing. 

§ 9. Some study of the effects of a tax, regarded as a special ch. xm. 
case of a change in the general conditions of demand and supply , 

° 1 ° 11 1 i> normal 

sugpsests that, when proper allowance is made lor the interests of demand 
consumers, there is on abstract grounds rather less prinid facie cause supply, 
tldan the earlier economists supposed, for the general doctrine of so- 
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V. XV, 6. called “ Maximum Satisfaction ” ; i.e. for the doctrine that the free 


witiTsome each individual of his o\^n immediate iiiLeLest, wdl lead 

reforenoo producers to tuTii their capital and labour, and consumers to turn 
doctrine of their expenditure into such courses as are most conducive to the 
^ueiae™ uitercsts. lYe have nothing to do at this stage of our inquiry, 

tion. limited as it is to analysis of the most general character, with the 
important question how far, human nature being constituted as 
it is at present, collective action is likely to be inferior to inilivi- 
dualistic action in energy and elasticity, in inventiveness and direct- 
ness of purpose; and whether it is not therefore likclv to ua'^te 
through practical inefficiency more than it could save by lakiim 
account of all the interests affected by any course of action. But 
even without taking account of the evils arising from the unequal 
distribution of wealth, there is pnnid facie reason for believing that 
the aggregate satisfaction, so far from being already a maximum, 
could be much increased by collective action in promoting the pio- 
duction and consumption of things in regard to which the law of 
increasing return acts with especial force. 

Ch.xiv. This position is confimied by the study of the theory of mouo- 
S'So- tl’® immediate interest of the monopolist so to adjust 

poUea. the production and sale of his wares as to obtain for hinrself the 
maximum net revenue, and the course which he thus adopt.i is 
unlikely to be that which affords the aggregate maximum satis- 
faction. The divergence between individual and collect ivc inteiests 
is primd facie less important with regard to those things which obey 
the law of diminishing return, than with regard to those u hich obuv 
the law of increasing return : but. in the case of the latter, tlier'o 
is strong primi facie reason for belie^^ng that it might often be to 
the interest of the community diiectly or indirectly to intervene, 
because a largely increased production would add much more to 
consumers surplus than to the aggregate c.xpcnses of production 
of the goods, ilore exact notions on the relations of demand and 


Ricardo’s 
lh«?ory of 
valuo. 


supply, particularly when expressed in the form of diagrams, may 
help us to see what statistics should be collected, and how they 
should be applied in the attempt to estimate the relative magiiitud® 
of various conflicting economic interests, public and jnivate. 

Ricardo’s theory of cost of production in relation to value oc.foriS 
so important a place in the liistory of economics that ainll 
understanding as to its real character must necessaiily be \ual 
mischievous ; and unfortunately it is so expressed as almost to in\a- 
misunderstanding. In consequence there is a widely spread bc.\n 
that it has needed to be reconstructed by the present generation 
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economists. Cause is shown in Appendix I for not accepting this v, xv, 6. 
opinion ; and for holding on the contrary that the foimdatinns of the 
theory as they were left by Ricardo remain intact ; that mucli has 
been added to them, and that very much has been l)uilt upon them, 
but that little has been taken from them. It is there argued that he 
knew that demand played an essential part in governing value, 
but that he regarded its action as less obscure than that of cost of 
production, and therefore passed it lightly over in the notes which 
he made for the use of his friends, and himself; for he never essayed 
to write a formal treatise : also that he regarded cost of production 
as dependent— not as llarx asserted him to have done on the mere 
quantity of labour used up in production, but — on the quality as 
well as quantity of that labour ; together with the amount of stored 
up capital needed to aid labour, and the length of time during which 
such aid was invoked. 


p 
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CHAPTER I 

PRELIMINARY SURVEY OF DISTRlliUTlON 

§ 1. The keynote of tliis Book is in the fact that fieo human 
beings are not brought up to their work on the same principles as a 
machine, a horse, or a slave. If they were, there would bo very 
little difference between the distribution and the e.vehangc sidt' of 
value; for every agent of production would reap a return adotiuate 
to cover its own expenses of production with wcar-and-tear, etc. : at 
all events after allowance had been made for casual failures to adju'it 
supply to demand. But as it is, our growing power over nature 
makes her yield an ever larger surplus above necessaries ; and this h 
not absorbed by an unlimited increase of the population. There 
remain therefore the questions What are the general causes which 
govern the distribution of this sur])lus among the people i Wh.it 
part is played by conventional necc,ssaric.s, f.c. the iStandaid of 
Comfort ? What by the influence which methods of consumption 
and of living generally exert on efficiency; by wants and activities, 
i.e. by the Standard of Life ? What by the many-sided action of the 
principle of substitution, and by the struggle for survival between 
hand- workers and brain-workers of different classes and grades' 
What by the power which the use of capital gives to tho.se in w lio^'C 
hands it is ? What share of the general flow is turned to remimei .ite 
those who work (including here the imdcrtalcing of ventiire.s) ami 
“ wait,” as contrasted with those who work and consume at once the 
fruits of their endeavours? An attempt is made to give a broad 
answer to those and some similar questions. 

We shall begin a preliminary survey of the subject by noting how 
French and English writers a century ago represented value as 
governed almo.st wholly by cost of production, demand taking a 
subordinate place. Next we shall observe how near to the truth 
these results would be in a stationary state; and what corrections 
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need to be introduced in order to bring these results into harmony vi. i, 2 . 
with the actual conditions of life and work : and thus the remainder 
of Chapter I will be given mainly to the demand for labour. 

In Chapter II we shall first consider its supply under modern Drift of 
conditions; and thence we shall turn to a general view of the causes 
which fix the broad lines of distribution of the national income 
between labour, and the owners of cajiital and land. In this rajud 
survey we shall pass by ainnoticed many details : to fill in some 
of these is the task of the remainder of the Book ; hut others must 
stand over for a later Volume. 

§ 2. The .simplest account of the causes which detcmiine the The Phy- 
distribution of the national income is that given by the French 
economi.sts who just preceded Adam Smith ; and it is based upon the 
peculiar circumstances of France in the latter half of last century, near ai 
The taxes, and other ex.actions levied from the French peasant, llairswcro 
were then limited only by his ability to pay ; and few of tlic labouring ‘■heir 
classes were far from starvation. So the Economists or Physiocrats, possible 
as they were called, as,sumed for the sake of simplicity, that there 
was a natural law of population according to which the wages of 
labour were kept at starvation limit. ^ They did not suppose 
that this was true of the whole working population, but the excep- 
tions wore so few, that they thought that the general impression 
given by their assumption was true : somewhat in the same way as 
it is well to begin an account of the shape of the earth, by saying 
that it is an oblate spheroid, although a few mountains do jirojcct 
as much as a thousandth part of its radius beyond the general levi'l. 

Again, they knew that the rate of interest in Europe had fallen and that 
during the five preceding centuries, in consequence of the fact that ““e 
“ economy had in general prevailed over luxury.” But they were 1™“ 
impressed very much by the sensitiveness of capital, and the quick- capital, 
ness with which it evaded the oppressions of the tax-gatherer by 
retiring from his grasp; and they therefore concluded that there 
was no great violence in the supposition that if its profits were 
reduced below what they then were, capital would speedily be 
consumed or migrate. Accordingly they assumed, again for the 


' Thus Turgot, who for this purpose* mny b** rockonod willi tin? Phyaiocitits, 
says (»Vur la Formation ct DiatributiuH dcn Itirhewes, § vr,)» iu every sort of occupation 
it nuisb coino to pass, and in fact it does como to ]mhs, that the wages of the artisan 
are limited to tliat which is noccasary to prorurc liim h subsietenco . . . IIo earns no 
more thon hia living (11 ne gagiie que aa vie.)” M'lien however Humo wrote, pointing 
out that tliia statement led to tho conclusion that a tax on wages iniiat raiso wages; 
and that it was thcreforo inconsistent with the obbcrved fact tlrnt wages aro often 
low where taxos aro high, and Wee versa’, Turgot icplicd (^lareh, 1707) to the oHoct 
that his iron law was not supposod to bo fully oporutivo in short periods, but only in 
long. See Say*B Turgot, English Ed. pp. 53, etc. 
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VI, 1, 2. sake of simplicity, that there was something like a natural, or 
— necessary rate of profit, corresponding in some measure to the 
natural rate of wages; that if the current rate exceeded this 
necessary level, capital would grow rapidly, till it forced down the 
rate of profit to that level; and that, if the current rate went 
below that level, capital would shrink quickly, and the rate would be 
forced upwards again. They thought that, wages and profits 
being thus fixed by natural laws, the natural value of everything 
was governed simply as the sum of wages and profits required to 
remunerate the producers.^ 

These rigid Adam Smith worked out this conclusion more fully than the 
tfo™were Physiocrats did ; though it was left for Ricardo to make clear that 
partially the labour and capital needed for production must be estimated at 
Aciam^ the margin of cultivation, so as to avoid the element of rent. But 
Smith, Adam Smith saw also that labour and capital were not at the verge 
of starvation in England, as they were in France. In England the 
wages of a great part of the working classes wore sufficient to allow 
much more than the more necessaries of existence ; and capital had 
too rich and safe a field of employment there to be likely to go 
out of existence, or to emigrate. So when he is carefully weighing 
his words, his use of the terms “ the natural rate of wages,” and 
“ the natural rate of profit,” has not that sharp definition and 
fixedness which it had in the mouths of the Physiocrats; and he 
goes a good way towards explaining how they are determined by the 
ever-fluctuating conditions of demand and supply. He even insists 
that the liberal reward of labour increases the industry of the 
common people ” ; that “ a plentiful subsistence increases the bodily 
strength of the labourer ; and the comfortable hope of bettering his 
condition, and of ending his days ])erhaps in ease and plenty, 
animates him to exert that strength to the utmost. Where wages 
are high, accordingly, we shall alwaj-s find the workman more 
active, diligent and expeditious, than where they are low; in 
England, for example, than in Scotland ; in the neighbourhood of 
great town.s than in remote country places.” ^ And yet he some- 

^ yrorn lliesc preinists tlic PlijiiocifttH lou'H’Jtliy dc<luccil tlio ('uncluhioii that tlio 
only not produce of the counti?- diH])08a!>lc for tho purposes of taxation is tlie n-nt 
of land; that when taxes arc ]>Iaccd on capital or labour, they make it shrink till its 
net price rises to the natural level, Tlio landowners have, they arp;ucd, to pay a 
^^ross price which exceeds this net price by the taxes together witli all the expenses 
o£ collecting them in detail, and an equivalent for all the impediments whicli the tax- 
gatherer puts in the way of the free t*ouif>e of industry; and therefore the land- 
owners would lose less in tho long run if, beint? the ow ncre of tho only true surplus 
that exists, they would undertake to pay direct whatever taxes the King required; 
espceially if the King would consent “ laisser fairo, lai.^ner passer,” that is, to let 
every one make whatever ho chose, and lake his labour and send hisgoods to whatever 
market he liked. 

* Wealth of Nalionif Bk. i. cli. viii. 
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times falls back into the old way of speaking, and thus makes i, 2. 
careless readers suppose that he believes the mean level of the 
wages of labour to be fixed by an iron law at the bare necessaries of 
life. 

Maltlius again, in liis admirable siu'vey of the course of wages in and by 
England from the thirteenth to the eighteenth centuries, shows how 
their mean level oscillated from century to century, falling some- 
times down to about half a peek of corn a day, and rising sometimes 
up to a peck and a half or even, in the fifteenth century, to about two 
pecks. But although he observes that “ an inferior mode of living 
may be a cause as well as a consequence of poverty,” he traces 
this effect almost exclusively to the consequent increase of numbers ; 
he does not anticipate the stress which economists of our own 
generation lay on the influence which habits of living exercise on the 
efficiency, and therefore on the earning power of the labourer.^ 

Eieardo’s language is even more unguarded than that of Adam Rirardo 
Smith and llalthus. It is true, indeed, that he says distinctly - : — to hold tiio 
“ It is not to be understood that the nattual price of labour estimated fo-coUcd 
m food and necessaries is absolutely fixed and constant ... It essen- of ^va^;es” i 
tially depends on the habits and customs of the people.” But, ^j|J.Vhe 
having said thi.s once, he docs not take the trouble to repeat it rcgoi'dcd 
constantly; and most of his readers forget that he says it. In the urgeiy** 
course of his argument he frequently adopts a mode of speaking 
similar to that of Turgot and the Phy.siocrats ® ; and seems to nimaWp 
imply that the tendency of population to increase rapidly as soon as of 
wages rise above the bare neee.s.sarics of life, causes wages to be 
fixed by “ a natural law ” to the level of these bare nece.ssaries. 

This law has been called, especially in Germany, Ricardo's iron ” 
or “ brazen ” law : many German socialists believe that this law is in 
operation now even in the western world ; and that it will continue 
to be so, as long as the plan on which production is organized remains 
“ capitalistic ” or “ individualistic and they claim Ricardo as an 
authority on their sidc.‘ 

In fact, however, Ricardo was not only aware that the necessary 
or natural limit of wages was fixed by no iron law, but is determined 
by the local conditions and habits of each place and time : he was 


' Folitical Economijt iv. 2. Tlicro is somp doubt as to tlic oxlcnt of tbo rise of 
real wnpps in Iho fiftoonth century. Tt is only in tbo In^t two goncralions that the real 
wages of common labour in lilngland have exceeded tn o 

* Principles^ v. * Comporc above, IV. lil. 8. 

^ Some German oconomists, who nro not socialists, and who believe that no 
sncli law exists, yot maintain that tlio doctrines nf Ricardo and his followers stand or 
fall with tho truth of tin's law*; while otiiors (e.gf. Roseber, OescK dcr Nat. Ock, in 
Dtuischlandf p. 1022) protest against tiic Hocialist nusunderstandings of Ricardo. 
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VI, 1 , 2 . further keenly sensitive to the importance of a higher “ standard of 
living,” and called on the friends of humanity to exert themselves to 
encourage the growth of a resolve among the working classes not to 
allow their wages to fall anywhere near the hare necessaries of life.i 
The persistency with which many writers continue to attribute 
to him a belief in the “ iron law ” can be accounted for only by his 
delight “ in imagining strong cases,” and his habit of not repeating a 
hint, which he had once given, that he was omitting for the sake of 
simplicity the conditions and limitations that were needed to make 
his results applicable to real life.* 

Mill also Mill did not make any great advance in the theory of wages 
beyond his predecessors, in spite of the care with which he set 
^cssivo himself to emphasize the distinctly human element in economics, 
tion caiisi’d He, however, followed Malthus in dwelling on tho.se lessons of history 
loVtttgm If ^ f*ill of Tvages caused the labouring classes to 

lower their standard of comfort “ the injury done to them will be 
permanent, and their deteriorated condition will become a new 
minimum tending to pci-petuate itself as the more ample minimum 
did before.” ^ 

But it was only in the last generation that a careful study was 


‘ It mnj- bo well to quote his words. “ The friends of Imnionily onnnot hut «i^ll 
that in nil countries the Inliourinc classes shoiilil Imvo n taste 'fur comforts iiiul 
onjoyincnts, and that they shonld be stimulated by all legal means in tlieir exeilioris 
to procuro tlicm. There cannot be a belter scetirity against a super-alamdnnt 
population. In tiio.se coiiniries, wlicre the labouring classes have the fewest waiit<, 
and ore contcntoil with the chcaiicst food, the people arc exposed to the groa|i-t 
vicissitudes and miseries. Tliey have no place of refuge from calamity t lliey oaiimit 
seek safety in a lower station; they arc already so low, that tliey can fall no low or. 
On any defioicncy of the ehief article of their subsistence, tiiere'nre tow substilutis 
of wliioli tliey can avail tlicmsclvcs, ond dearth to tliem is aUeiidcd with olmu't all 
the evils of famuic.” {I’rinnples, eli. v.) It is notewoi tiiy tliat McCidlooIi, w la) luis 
been charged, not altogether unjustly, with liaving adn{itrd tlie extremrst tenets of 
Ricardo, and applied tlicm harslily and rigidly, yet eliooses for tlie liending of tlu' 
foiirtli Cliapter of bis 'I'reatise On IlUye, Uisadvautago of Low Wages, iiiul of 
Itaving tlie Labourers lioliinmlly fed on the chcnjicst spqetes of food. .Airvantuge of 
High IVnges.” 


- '1 Ins Imhit of Ricardo’s is discussed in Appendix i. (Kee also V. xiv. !>.) Tlie 
English classical eeoiiuinists freqiu*ntly spoke of tlie minimum uf wages us deiieieliiig 
on tlie price of corn. Rut the term “corn” was used liy them as sliort I'm' .eai- 
cultural produce in general, somewhat as I'etty (3'n.rrs uni Crititribulinns, eli. xiv.) 
speaks of “ tlie Hiisliiindry of Corn, wliieh wowill Bup)inan to coiilum nil neer.SBiuies of 
life, as m tlie Lonl's i’royer we suppose tlie word Urcad dolli." Of course Jiie.trdo 
took a less hopitul view of the prospects of the working classes thon we do now. 
Even the npricidturnl luhourer eon now feed his family well and have sometliing to 
spare : while even the artisan would then have required the whole of his wages, at all 
iwcnls after a jioor hart'cst, to buy abundant and good food for his family. Sir \V. 
Ashley insists on tho narrowness of Ricardo’s hopes as eomparccl with tliosc of oiir 
own ago ; ho deseribes iiistriictivoly tho liistory of tho passage quoted in tho last note ; 
and allows that even Lnssallo did not uttributo absoiuto rigidity to liis broaii law. 
See Appendix X, 2. 

3 Book 11 . c'h. XI. § 2. Ho had ju»t complained that Ricardo supposed the 
standard of comfort to be invariable, having apjmrcntly ovcrloolccd passage's such 
as thul quoted m tho last noto but one. Ho was however well aware that Itif-ardo s 
mimrnum rate of wages ” dopciidcd on Uie ]jrcvalcnt standard of comfort, and had 
no connoctiOQ ivjth tho bare necessaries of life. 
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begun to bo made of the effects that high wages have in increasing vi, t, 3 . 
the efficiency not only of those who receive them, but also of their 
children and grandchildren. In this matter the lead has been taken lost 
by Walker and other American economists; and the application of 
the comparative method of study to the industrial problems 
different countries of the old and new worlds is forcing constantly rarcfiiiiy 
more and more attention to the fact that highly paid labour isnieiceof 
generally efficient and therefore not dear labour ; a fact which, 
though it is more full of hope for the future of the human race than 
any other that is known to u.s, will be found to exercise a very 
complicating influence on the theory of distribution. 

It has now become certain that the problem of distribution is The 
much more difficult than it was thought to be by earlier economists, 
and that no solution of it which claims to be simple can be true. 

Most of the old attempts to give an easy answer to it, were really tions are 
answers to imaginary questions that might have arisen in other 
worlds than ours, in wffiich the conditions of life were very simple. 

The work done in answering these questions was not wasted. For a 
very difficult problem can best bo solved by being broken up into 
pieces ; and each of these simple questions contained a part of the 
great and difficult prolilem which we have to solve. Let us profit 
by this cxjicrience and work our way by succes.sivc steps in the 
remainder of this chapter towards understanding the general causes 
which govern the demand for laliour and capital in real life.^ 

§ 3. Let us begin by studying the influence of demand on the First, su 
earnings of labour, drawn from an imaginary world in which every- 
one owns the capital that aids him in his labour; so that the problem ally aqaai 
of the relations of capital and labour do not arise in it. That is, let 
us suppose but little capital to be used; while everyone owns what- 
ever capital he docs use, and the gifts of nature arc so abundant that stationary; 
they are free and unappropriated. Let us suppose, further, that 
ever)mne is not only of equal capacity, but of equal willingness to 
work, and docs in fact work equally liard : also that all work is 
unskilled— or rather unspecialized in this sense, that if any two 
people were to change occupations, each would do as much and as 
good work as the other had done. Lastly, let us suppose that every- 
one produces things ready for sale without the aid of others, and 
that he himself disposes of them to their ultimate eonsumers ; so 
that the demand for everything is direct. 

In this case the problem of value is very simple. Things demaod 
exchange for one another in proportion to the labour spent in “ 

‘ C'oinpnip Y. v., especially §§ 2, 3. 
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producing them. If the supply of any one thing runs short, it may 
for a little time sell for more than its normal price : it may exchange 
for things the production of which had required more labour than it 
had ; but, if so, people will at once leave other work to produce it, 
and in a very short time its value will fall to the normal level. 
There may be slight temporary disturbances, but as a rule anyone’s 
earnings will be equal to those of anyone else. In other words, each 
will have an equal share in the net sum total of things and services 
produced; or, as we may say, the mlioml income or dividend] 
which will constitute the demand for labour.^ 

If now a new invention doubles the efficiency of work in any trade, 
so that a man can make twice as many things of a certain kind in a 
year without requiring additional appliances, then those things will 
fall to half their old exchange value. The effective demand for 
everj'one’s labour will be a little increased, and the share which 
each can draw from the common earnings-stream will be a little 
larger than before. He may if he chooses take twice as mam' things 
of this particular kind, together with his old allowance of other 
things : or he may take somewhat more than before of ever}'thing. 
If there be an increase in the efficiency of production in many 
trades the common earnings-stream or dividend will be eonsiderably 
larger ; the commodities produced by those trades will constitute a 
considerably larger demand for those produced by others, and 
increase the purchasing power of everyone’s earnings. 

§ 4. Nor will the position be greatly changed if we suppose that 
some specialized skill is required in each trade, provided other things 
remain as before : that is, provided the workers are still supposed 
to be all of equal capacity and industry ; and all trades to be equall v 
agreeable and equally easy to be learnt. The normal rate of 
earnings will still bo the same in all trades; for if a day’s la))our in 
one trade produces things that sell for more than a day's labour 
in others, and this inequality shows any signs of lasting, people will 
bring up their children by preference to the favoured trade. It is 
true that there may be some slight irregularities. The drifting from 
one trade to another must occupy time ; and some trades may for a 
while get more than their normal share of the earnings-stream, 
while others get less, or even lack work. But in spite of these 
disturbances, the current value of everything will fluctuate about its 
normal value ; which will in this case, as in the preceding, depend 
simply on the amount of labour spent on the thing : for the normal 
value of all kinds of labour will still be equal. The productive power 

‘ See below, § 10. 
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of the community will have been increased by the division of labour ; vi, i, s. 
the common national dividend or eamings-stream will be larger; 
and as all will, putting aside passing disturbances, share alike in it, 
each will be able to buy with the fruits of his own labour things more 
serviceable to him than he could have produced for himself. 

In this stage, as in those considered before, it is still true that the 
value of each thing corresponds closely to the amount of laliour spent 
upon it ; and that the earnings of everyone are governed simply by 
the bounty of nature and by the progress of the arts of production. 

§ 5. Next, let us still neglect the influence which the liberality and 
of the expenditure on rearing and training workers exerts on their population 
efficiency, leaving that matter to be discussed with other aspects of inoreases, 
the supply side of distribution in the next chapter ; and let us look under tho 
at the influence that changes in the numbers of the population ofo“ono? 
exert on the incomes which nature will yield. We suppose then mic caiisCBi 
that the growth of population proceeds at a rate, which is either 
fixed ; or, at all events, not affected by tho rate of wages ; it may be [* 00 ”^'“® 
influenced by changes in custom, in moral opinion and in medical gmds: 
knowledge. And wo still suppose all labour to bo of the same 
grade, and the national dividend to be divided out equally to each 
family, save for some slight passing inequalities. In this case every 
improvement in the arts of production or transport, every new 
discovery, every now victory over nature will increase equally the 
comforts and luxuries at the command of each family. 

But this case dilTeus from the last ; because in this case, the evon 
increase of population, if maintained long enough, must ultimately tentScy'* 
outgrow the improvoment.s in the arts of production, and cause the to dimm. 
law of diminishing return to assert itself in agriculture. That is to retlul 
say, those who work on the land will get less wheat and other produce “j® 
in return for their labour and capital. An hour's labour will 
reprc.sent a less quantity of wheat than before throughout the 
agricultural trades, and therefore throughout all other trades; 
since all l.il)our is supposed to be of rhe same grade, and earnings are 
therefore as a rule equal in all trades. 

Further we mu, si note tliat the surplus or rental value of land 
will tend to rise. For the value of any kind of produce must 
equal that of the labour, aided on our supposition by a uniform 
quantity of capital throughout, which is required to produce it, 
whether on good land or had, under barely remunerative, or marginal 
conditions. More labour and capital than before will be needed to 
raise a quarter of wheat, etc., on the margin; and therefore the 
wheat, etc., which is returned by nature to the labour applied under 
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VI, I, G, 7. advantageous circumstances, will have a higher value relatively to 
— that labour and capital than before : or, in other words, it will 
yield a larger surplus value over that of the labour and capital used 
in raising it. 

It there § 6. Let US HOW drop the supposition that labour is so mobile 
as to ensure equal remimeration for equal efforts, throughout the 
but the -n-hole of society, and let us approach much nearer to the actual 
fn Moh” condition of life by supposing that labour is not all of one industrial 
Senot grade, but of several. Let us suppose that parents always bring up 
governed their children to an occupation in their own grade ; that they have a 
free choice within that grade, but not outside it. Lastly, let us 
demand suppose that tlic increase of numbers in each grade is governed by 
the main Other than economic causes : as before it may be fixed, or it may be 
influenced by changes in custom, in moral opinion, etc. In this 
case also the aggregate national dividend will be governed by the 
abundance of nature’s return to man’s work in the existing state of 
the arts of production; but the distribution of that dividend 
between the different grades will be unequal. It will be governed by 
the demand of the people themselves. The share of those in any 
industrial compartment will be the higher, the more extensive and 
urgent the needs which they are able to satisfy on the part of those 
who are themselves drawing large shares of the national income. 

Suppose, for instance, arti.sts to form a grade or caste or industrial 
compartment by themsclve.s ; then, their number being fixed, or at 
least controlled by causes independent of their earnings, their earnings 
will be governed by the resources and the eagerness of those classes of 
the population who care for such gratifications as artists can furnish. 
Return to § ^ leave the imaginary world, in which everyone 

the real owns the Capital that aids him in his ivork ; and return to our own, 
of life, where the relations of labour and capital play a great part in the 
hoilS-e” problem of distribution. But let us still confine our attention to the 
coneiderod distribution of the national dividend among the various agents of 
theVdo of production, in accordance with the quantity of each agent, and the 
demand, gerviccs which it renders; and leave the reflex influence which the 
remuneration of each agent exerts on the supply of that agent, to be 
considered in the next chapter. 

Marpin at ^^0 have sccn how the alert business man is ever seeking for the 
tetiicr*'° most profitable application of his resources, and endeavouring to 
application make use of each several agent of production up to that margin, or 
agent of liiBit, at which he would gain by transferring a small part of his 
production expenditure to some other agent; and how he is thus, so far as his 
profitable, intiucnce goes, the medixim through wmen the principle of substitu- 
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tion so adjusts the employment of each agent that, in its marginal vi, i, 7. 
application, its cost is propurliunate to the additional net product 
resulting from its use. We have to apply this general reasoning to 
the case of the hire of labour.^ 

A question constantly in the mind of the careful business man illustrated 
is whether he has the right number of men for his work. In some ofiabourr 
cases that is settled for him by his plant ; there must be one and 
only one engine-driver on each express locomotive. But some 
express trains have only one guard ; and when the traffic is heavy 
they may lose a few minutes which could be saved by a second 
guard : therefore an alert manager is constantly weighing the net 
product in saving of time and of annoyance to passengers, that will 
accrue from the aid of a second guard on an important train, and 
considering whether it will be worth its cost. This question is 
similar in kind to, but simpler in form than, the question whether 
“ it would pay ” to put an additional train on the time-table, which 
would call for more expenditure on plant as well as on labour. 

Again one sometimes hears it said that a certain farmer starves Xmargmai 
his land for labour. Perhaps he has enough horses and plant; but 
" if he took on another man, he would get his money back, and a 
good deal more ” : that is, the net product of an additional man 
would more than cover his wages. Let us suppose that a farmer 
is raising such a question as to the number of his shepherds. For 
simplicity, we may suppo.se that an additional man would not 
require any further expenditure on plant or stock ; that he would 
save the farmer himself just as much trouble in some ways as he gives 
in others; so that nothing has to bo allowed for earnings of manage- 
ment (even when these are interpreted broadly so as to include 
insurance against risk, etc.) : and lastly that the farmer reckons 
that he would do just so much in preventing the wastage of lambs, 
and in others ways as will increase by twenty his annual output 
of sheep in good condition. That is to say, he reckons that the net 
product of an additional man will be twenty .sheep. If he can be 
got for much less than the equivalent of their price, the alert farmer 
will certainly hire him ; but, if only for about that price, the farmer 
will be on the margin of doubt ; and the man may then be called a 
marginal shepherd, because his employment is marginal. 

^ Sco above V. iv. 1-4. A little Inter wc shnll linvo to consider in wliot rcspccta 
the hire of human iahour differs from the hire of a Iiouse or a machine : but, for the 
present, may neglect this dilfcrcnee, and look at the problem only in its broad 
outlines. K\en so, some tcclinicnl difliculiics Hill bo passed on the way : and those 
readers, who, in accordance with the suggestion made at the end of V. vil., have 
omitted the later chapters of that 13ook, niiiM hr asked, if (Ussatisfied with the general 
treatment offered here, to turn Iintk ond read V. viii. and ix. 
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It is best to assume throughout that the man is of normal 
efficiency. He would indeed be the marginal shepherd even if he 
were of exceptional efficiency, provided only that his net produce 
were equal to his wages : the farmer might have reckoned that a 
shepherd of normal efficiency would have added only sixteen sheep to 
output; and therefore have been willing to hire this man at a 
quarter more than the ordinary wages. But to assume him to be 
thus exceptional would be most inexpedient. He should be repre- 
sentative : that is, of normal efficieney.^ 

* Sop the rrmarks on labour siandnrtlizntion bolow, VI. xni. 8, 9. 

An arithmotiVal illnstnition la piven in the /olloum^f tftbJp. Column (2) roprr- 
sents the numbor of slurp that imulit probably bo markptiHl nnnimlly, toKolhor 
with n lino ooinplcmont of wool, from a larjic Dritisb shcoi) run if worked by 8, 1), 
10, H and 12 ahepherda respoftively. (In Austrnlasin. whero men are scarce, land 
is abundant, and a abeep of relatively small value, there are often loss tlmn ten men, 
pxL’cpb at rtboarinsT time, to each 2.001) sheoj); Sir Albert Spieer in Ashley’s Jirltish 
Dominions, p. Gl.) \Vc are assumini; that on increase in the number of shephcnls 
from 8 to 12 does not increase the fi:cncral expenses of working: the farm ; and that it 
takes off the shnuMcrs of the farmer as much trouble in some dlroctions, as it im^ioscs 
in others; so that there is nothing to be reckoned either way on these Hccoiinl**, 
Accordinffly the jiroduet duo to each siioeesnive additional man, set out in column bl), 
is the excess of the correapoiidina number in column (2) over the preceding number 
in that same column (2). Column (4) is got by diviilmg the numbers in column (2) 
by those in column (1), Column (5) shows the po«t for shepherds’ labour nt the rale 
of 20 sbeej) per mcin, Column (b) sliows the surplus remaining for general exixmscs, 
mcluding fanner's prolit and rent. 
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Aflwemoveilownwanla the figures in (3) constantly diminish ; but those in (fi) increase, 
then remain Milhout change, and at last diminish. This indicates that the furnuis 
interests arc equally served by hiring In or II men: but that tliey are hhs uill 
served by hiring 8, or 9, or 12. The eleventh man (snpposcil to be of normal (‘llicicncy ) 
is the marginal man, wlten the markets for labour and sheep arc sueh that oiio num 
can be hired for a year for the price of 20 sheep. If the markets had put that liirc 
at 20 sheep, the numbers in ((i) would have been 3S0, 3{)(^ 385 and 376 ie.*.]H‘c- 

lively. Tliercfoi'O that jiarticular farmer would probably have employed one li ss 
shepherd, hiu. 1 sent less sheep to iniirket; and among many sheeji fiinncrs there 
would certainly linve been a largo proportion who would liavo done so. 

It has been argued at length in regarfl to similar eases (soo V. viir. 4, 5) llmt 
t!\c priee which it is just wortli whib* for the fanner to pay for this labour, inciTly 
gauges the outcome of midtitmlinous causes which between them govern the wngj's of 
sluqihenlH; us tlie movements of ii safety-valve moy gauge the nuteome of llie multi' 
tiuliiiouB causes ilmt govern the fm’Ksiiro in a lioiler. Tlicorelically a deiluction fioiii 
this has to be made for the fact that, by throwing twenty extra sheep on the iiiaiUet, 
the farmer will lower the price of sheep generally, and therefore lose a little on his 
other aheeii, Tliis correction may be of appreciable importance in special cases, 
but in general discussions such as this, in which we are dealing with a very Piuall 
addition to the supply thrown by one of many producers on a large market, it becornea 
very small (mathematically a small quantity of the second order), and may bo 
neglected. (Sec nhove, footnote on p. 339.) 

Of course the net product of tho sbephe^ in this exceptional caso jilays no greater 
part in governing the wages of shepherds, than does that of anv of the marginal 
shepherds on farms where they cannot be profitably employed without considcniblo 
extra outloy in otlier directions; as for land, buildings, implements, labour of 
management, etc. 
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If he is representative, and his employer is representative, the vi, i, 7. 
twenty sheep will represent the net product and therefore the 
earning power of a shepherd. But if the employer is a bad manager, 
if for instance he lets liis men run short of necessaries for the sheep, 
the man may save only fifteen sheep instead of twenty. Ket product 
tends to represent normal wages only if the worker and his conditions 
of employment are both normal. 

The additional product to be got by this shepherd’s labour is 
largely influenced by the number of shepherds whom the farmer 
already employs. And this again is governed by general conditions 
of demand and supply, and especially by the number of those from 
whom the ranks of shepherds could have been recruited during the 
current generation ; by the demand for mutton and wool and by the 
area from which supplies of them can be obtained ; by the effective- 
ness of the shepherds on all other farms; and so on. And the 
amount of the marginal product is fui'ther largely influenced by the 
competition of other uses for land : the space available for sheep- 
farming is curtailed by the demand for land for growing timber or 
oats, preserving deer, etc.^ 

This illustration has been chosen from a simple industry ; but, 
though the form may be different, the substance of the problem is 
the same in every industry. Subject to conditions which are indi- 
cated in the footnote, but are not important for our main purpose, 
the wages of every class of labour tend to be equal to the net 
product due to the additional labour of the marginal labourer of 
that class. ^ 

This doctrine has sometijnes been put forward as a theory of Tiiio 
wages. But there is no valid ground for any such pretension, 

The doctrine that the earnings of a worker tend to be equal to the 


Column (1) in tbo abovo tnblo is clciluccil from (1) and (2), just ns (3) is. But 
t)ie tnblo sliOM’9 how many men tlio farmer can olloril to liiro, when they aro to be 
hod at waj'cs equivalent to the valuo uf tlio number of sheep in (3), and therefore 
goes to (ho lirnrt of tho problem of waives: uliilo (1/ lias no direct briirinR on tlio 
problem. Whon therefore Mr, J. A. Hobson, remarkint; on a similar table of his own 
(in which however the nunihcrs chosen aro lunpproprmlo 1o the liypothcsis whirli lio 
epitieises), says: — “ In othcp words tho Bo-ealluil final or muijfinal jirodiielivity turns 
out to bo nothing other than nn average produrtivily, . . . The w hole notion t hat there 
ia a marginal productivity ... is entirely fallacious” {The Industrial Sy»lcnit p. 110), 
he appears to be mistaken. 

^ Compare p. 362. 

* Such a method of illustrating the not product of a man's labour is not easily 
applicable to industries in which a great deal of capital and effort hiis to bo invested 
in gradually building up a trade connection, and especially if they arc such as obey 
tho law of increasing return. This is a practical dillicidty of tho same order as those 
discussed in V. xn. and Appendix H. 8co also IV. xii. ; V. vii. 1, 2 ; and xi. The 
influence of an additional man employed in any coitsidcrablo business on its general 
economies might also be considered from a purely abstract point of view ; but it ia 
too small to be taken seriously. (See the footnote on p. 33U.) 
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VI. 1 , 8. net product of his work, has by itself no real meaning ; since in 
order to estimate net product, we have to take for granted all the 
wages,; expenses of production of the commodity on which he works, other 
than his own wages. 

but is a But though this objection is valid against a claim that it contains 
part of a “ theory of wages ; it is not valid against a claim that the doctrine 
tiieory. throws into clear light the action of one of the causes that govern 
wa"cs. 

Kemaika § 8. In later chapters we shall need to take other illustrations for 
appi™”^ special purposes of the principle illustrated in the last section from 
to tils the case of manual labour ; and in particular to show how the value 
foTcapitai. of some parts of the work of business management can be measured, 
when it is found that the effective output of a business is increased 
as much bv some additional superintendence, as it would be by the 
hire of an additional ordinary worker. Again, the earnings of a 
machine can sometimes lie estimated by the addition to the outinit 
of a factory which it might effect in certain cases without involving 
any incidental extra expense. 

Generalizing from the work of a particular machine to that of 
machinery of a given aggregate value, we may suppose that in a 
certain factory an extra £1(10 worth of machinery can be ajijilied 
so as not to involve any other extra expense, and so as to add 
annually £i worth to the net output of the factory, after allowins; 
for its own wear-and-tear. If the investors of capital pu.sh it into 
every occupation in wdiich it seems likely to gain a high reward; 
and if, after tlii.s has been done and ecjuilibrium has been found, 
it still pays and only just pays to employ this machinery, we can 
infer from this fact that the yearly rate of interest is 4 per cent. But 
illustrations of this kind merely indicate part of the action of the 
great causes which govern value. They cannot be made into a 
theory of interest, any more than into a theory of wages, witlujut 
reasoning in a circle. 

It may however lie well to carry a little further our illustration 
of the natuie of the demand for capital fur any use ; and to ol)sci ve 
the way in whi<;h the aggregate demand for it is made up of the 
demands for many different uses. 

iiiustra- ideas, let us take some particular trade, say that of hat- 

and inquire what determines the amount of capital which it 
for capital aijsorbs. Suppf).“e that the rate of interest is 4 per cent, per annum 
Articular perfectly good security ; and that the hat-making trade ab.soi'bs 
trade. a Capital of one million pounds. This implies that the hat-making 
trade can turn the whole million pounds’ worth of capital to so good 
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account that they would pay 4 per cent, per annum neC for the use of vi, i, 8. 
it rather than go without any of it.' 

Some things are necessary to them; they must have not only 
some food, clothing, and house room, but also some circulating 
capital, such as raw material, and some fixed capital, such as tools 
and perhaps a little machinery. And though competition prevents 
anything more than the ordinary trade profit being got by the use 
of this necessary capital ; yet the loss of it would be so injurious that 
those in the trade would have been willing to pay 50 per cent, on it, 
if they could not have got the use of it on easier terms. There 
may be other machinery which the trade would have refused to 
dispense with if the rate of interest had been 20 per cent, per annum, 
but not if it had been higher. If the rate had been 10 per cent., 
still more would have been used ; if it had been 6 per cent., still more ; 
if 5 per cent., still more ; and finally the rate being 4 per cent, they 
use more still. When they have this amount, the marginal utility 
of the machinery, i.e. the utility of that machinery which it is only 
just worth their while to employ, is measured by 4 per cent. 

A rise in the rate of interest would diminish their use of 
machinery ; for they would avoid the use of all that did not give a 
net annual surplus of more than 4 per cent, on its value. And a fall 
in the rate of interest would lead them to demand the aid of more 
capital, and to introduce machinery which gave a net annual surplus 
of something less than 4 per cent, on its value. Again, the lower the 
rate of interest, the more substantial will be the style of building 
used for the hat-making factories and the homes of the hat-makers ; 
and a fall in the rate of interest will lead to the employment of more 
capital in the hat-making trade in the form of larger stocks of raw 
material, and of the finished commodity in the hands of retail 
dealers.* 

The methods in which capital will be applied may vary much The 
even within the same trade. Each undertaker having regard to his 
own means, will push the investment of capital in his business in . 
each several direction until what appears in his judgment to be the ** ' 
margin of profitableness is reached; and that margin is, as we have 
said, a boundary line cutting one after another every possible line of 
investment, and moving irregularly outwards in all directions 

> Tlio charge made to traders for loans is gcm*rally much more than 4 per cent, 
per annum ; but as we shall sco in cimptor vi. it includes other things besides true 
net interest. Before the recent great destruction of capital by war, it seemed 
reasonable to speak of 3 per cent. : but oven 4 per cent, may scarcely avail for some 
years after its close. 

* Compare V. iv. : also Appendix I, 3 ; wlicro some remarks arc made on Jevons' 
doctrine of interest. 
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wlienever there is a fall in the rate of interest at which extra capital 
can be obtained. Thus the demand for the loan of cajjilal is the 
aggregate of the demands of all individuals in all trades; and it 
obeys a law similar to that which holds for the sale of commodities : 
just as there is a certain amount of a commodity which can find 
purchasers at any given price. When the price rises the amount 
that can be sold diminishes, and so it is with regard to the use of 
capital. 

And as with borrowings for productive purposes, so with those 
of spendthrifts or governments who mortgage their future re.sourccs 
in order to obtain the means of immediate expenditure. It is true 
that their actions are often but little governed by cool calculation, 
and that they frequently decide how much they want to borrow with 
but little reference to the price they will have to pay for the loan ; 
but still the rate of interest exercises a perceptible influence on 
borrowings even of this kind. 

§ 9. To sum up the whole in a comprehensive, if difficult, state- 
ment Every agent of proiluction. land, machinery, skilled labour, 
unskilled labour, etc., tends to be applied in production as far a.s it 
profitably can I)e. If enqilovcrs, and other business men, tliink 
that they can get a better residt by using a little more of any oni‘ 
agent they will do so. They estimate the net product (that is the net 
increase of the money value of their total output after allowing for 
incidental expenses) that will be got by a little more outlay in tliis 
direction, or a little more outlay in that ; and if they can gain Ijv 
shifting a little of their outlay from one direction to another, they 
will do so.^ 

Thus then the uses of each agent of production arc governed 
by the general conditions of demand in relation to supply : that is, 
on the one hand, by the urgency of all the uses to which the agent 
can be put, taken together with the means at the coimnand of those 
who need it ; and, on the other hand, by the available stocks of it. 
And equality is maintained between its values for each use bv the 
constant tendency to shift it from usc.s, in which its services arc of less 
value to others in which they arc of greater value, in accordance with 
the principle of substitution. 

If less use is made of unskilled labour or any agent, the reason w ill 
be that at some point at which people were on the margin of doubt 
whether it was worth while to use that agent, they have decided 
that it is not worth their while. Tluit is what is meant by saving 
that we must watch the marginal usc.s, and the marginal efficiency 

^ This statement follows closely the lines of V. iv. and vur. 
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of each agent. AYe must clo so, simply because it is only at the vi. t, lo. 
margin that any of those shiftings can occur by which changerl 
relations of supply and demand manifest themselves. 

If we neglected differences between the grades of labour, and icxpiicit 
regarded all labour as of one kind, or at least as all expressed in 
terms of a certain hind of labour of standard efficiency, we might 
look for the margin of indifference between the direct application imtion 
of labour and that of material capital; and we might say shortly, 
to quote von Thiinen’s words, that “ the efficiency of capital must >>>’ yon 
be the measure of its earnings, since if the labour of capital were 
cheaper than that of men, the undertaker would dismiss some of 
his workmen, and in the opposite case he would increase their 
number.” ^ 

But, of course, the increased competition of capital in general 
for employment is of a different character from the competition of 
machinery for employment in any single trade. The latter may 
push a particular kind of labour out of emplojmient altogether; 
the former cannot displace labour in general, for it must cause an 
increased employment of the makers of those things which are used 
as capital. And in fact, the substitution of capital for labour is 
really the substitution of labour, combined with much waiting, in 
the place of other forms of labour combined with little waiting.* 

§ 10. AA'hen we speak of the national dividend, or distributable common 
net income of the whole nation, as divided into the shares of land, I'®;!*-'® . 

11 1 • I 11- lolioiTOl 111 

labour and capital, we must be clear as to w’liat things we are tioiimiting 
including, and what things we are excluding. It will seldom make ^Ser 
very much difference to our argument whether wo use all the terms y’*'’ 
broadly, or all the terms narrowly. But it is essential that our Sir timt 

‘ Dcr Isolirte Hlaat. 11. i. p. 123. He ni^^ucs (i6, p. 124) Ihnt thwoforo “ tliD 
rate of inlcrcHt is tlie oloincnt by wliicli the relation of tlio rflieiency of cn])ital to that 
of humon lubciir is oxjircsHoU and linnlly, in words, very similar to those, which 
Jcvoiis, working indo])ondt.‘ntly a goncration later, adopted for the snine purpose, 
lie says ()). 102) : Thu utility of thu lust applied little bit of capital defines (l^estimnit) 
tlio licijilit of tho rate of interest.” ^Vith eharactcristie brcodtli of view, von Thuiien 
eiiuiu’ialrd a ^^enerul law of diminishing return for Bucccssivc doses of cajtital in any 
bruiiuh uf production ; and A\Iiat ho said on this suhjec-t has oven now inueli interest, 
tliou^'h it docs nut show how to reeoneilc tlie fact that an ineroase in tlie (‘apital 
employed in an industry may inerenso tlio output more tlinii in pro[)oruon, with thu 
fact that a continued inllux of eupilnl into on industry must ultimately lower tho rate 
of profits earned in it. Ills treatmunt of these and other great economic principles, 
though primitive in many res))ccts, yet stands on a different footing from Ins fanciful 
and unreal assumptions ua lo tho causes that determine tho accumulation of capital, 
and as to tho relations in wliieh wages stand to tho stock of capital. From these ho 
deduces tho quaint resuU timt the natural rate of wages of labour is tiio geometric 
mean between tlio labourer’s iieccssarics, and that share of tho product which is due 
to his labour when aided by capital. By the Plural rato he means the highest 
that can be sustained ; if the labourer wore to get more than this for a time, tho supply 
of capital would, von I'liiincn argues, bo so chocked as to enuso liim in tho long run to 
lose moro than lie gained. 

* As von Thilnen was well aware, lb. p. 127. See also below, VI. u. 9, 10. 
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VI, 1 . 10. usage should be consistent throughout any one argument ; and tliat, 
which” whatever is included on one side of the account of the demand for, 
comes out and supply of, land, labour, and capital, should be included also on 

from tho 

national the OtllCr. 

dividend. labour aiid capital of the roimtiy, acting on its natural 

resources, produce annually a certain net aggregate of commodities, 
material and immaterial, including services of all kinds. The limit- 
ing word “ net ” is needed to provide for the using up of raw' and 
half-finished commodities, and for the wearing out and depreciation 
of plant which is involved in production : all such waste must of 
course be deducted from the gross produce before the true or net 
income can be found. And net income due on account of foreign 
investments must be added in. (See above II. iv. 6.) This is the 
true net annual income, or revenue, of the country ; or, the national 
dividend ; w'e may, of course, estimate it for a year or for any other 
period. The terms National Income and National Dividend are 
convertible; only the latter is the more significant when we are 
looking at the national income in the character of the sum of the new 
sources of enjoyments that are available for distribution. But it is 
best here to follow the common practice, and not count as pait of 
the national income or dividend anything that is not cormnonly 
counted as part of the income of the individual. Thus, unless any- 
thing is said to the contrary, the services which a person renders to 
himself, and those w hich he renders gratuitously to members of his 
family or friends ; the benefits which he derives from using his own 
personal goods, or public property such as toll-free bridges, are not 
reckoned as parts of the national dividend, but are left to be 
accounted for separately. 

Thecorro- Some part of production goes to increase the stock of raw 
prod” cuon machinery, etc., and does not merely replace material 

and con- that has been used up, or machiner}' that has been worn out : and 
sumption. national income or dividend does not pass direct 

into personal consumption. But it docs pass into consumption in 
the broad sense of the term which is commonly used by, say, a manu- 
facturer of printing machines, when some of his stock is sold to 
printers. And in this broad sense it is true that all production is for 
consumption; that the national dividend is convertible with the 
aggregate of net production, and also with the aggregate of con- 
sumption. Under ordinary conditions of industry, production and 
consumption move together : there is no consumption except that 
for which the w'ay has been prepared by appropriate production : 
and all production is followed by the consumption for which it was 
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designed. There may indeed be some miscalculation in particular vi, i, lo. 
branches of production ; and a collapse of commercial credit may fill 
nearly all warehouses for a time with unsold goods. But such 
conditions are exceptional and are not within our present view. 

(See below V. xiii. 10 ; and Appendix J, 3.) 



CHAPTER II 

PEELimNARY SURVEY OF DISTRIBUTlOxX, COXTLXUED 

VI, u, 1 . § 1. As was indicated at tlie beginning of last chapter, we are 

Pui^ now to supplement the study of the influence of demand on distribu- 
of this tion, by a study of the reflex influence of remuneration on the supply 

chapter. (different agents of production. We have to Combine the two in a 
preliminary general view of the parts played by cost of production 
and by utihty or desirability in governing the distriliution of the 
national dividend between different kinds of labour and the owners 
of capital and land. 

Ricardo Ricardo and the able business men who followed in his wake 
and his ^ook the Operation of demand too much for pranted a.s a tillin'' 

lollowers i i ° . 

laid which did not need to be explained : they did not emphasize it, nor 
study it with sufficient care; and this neglect has caused miicli 
buMwe important truths. In the reaction, too 

right in much insistence has been laid on the fact that the earnings of every 
pSr production come from, and are for the time mainly governed 
atnsson by the value of the product which it takes part in producing: 
duotionr ' its earnings being so far governed on the same principle as the rent 
of land ; and some have even thought it possible to constitute a 
complete theory of Distribution out of multifold applications of the 
law of rent. But they will not reach to that end. Ricardo and his 
followers seem to have been rightly guided by their intuitions, 
when they silently determined that the forces of supply were those, 
the study of which is the more urgent and involves the greater 
difficulty. 

When we inquire what it is that governs the [marginal] efficiency 
of a factor of production, whether it be any kind of labour or 
material capital, we find that the immediate solution requires a 
knowledge of the available supply of that factor ; for if the supply is 
increased, the thing will be applied to uses for which it is less needed, 
and in which it is less efficient. And the ultimate solution requires a 
knowledge also of the causes that determine that supply. The 
nominal value of everything, whether it be a particular kind of 
labour or capital or anything else, rests, like the keystone of an 
arch, balanced in equilibrium between the contending pressures of 
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its two opposing sides ; the forces of demand press on the one side, vi, n, 2. 
and those of supply on the otlier. 

The production of everything, whether an agent of production Tho 
or a commodity ready for immediate consumption, is carried fonvard “rnTprioM 
up to that limit or margin at which there is equilibrium betw'een the , 
forces of demand and supply. The amount of the thing and its apentB of 
price, the amounts of the several factors or agents of production mufuony " 
used in making it, and their prices — all these elements mutually t'overn ono 
govern one another, and if an external cause should alter any one of 
them the effect of the disturbance extends to all the others. 

In the same way, when several balls are lying in a bowl, they Parallel 
mutually govern one another’s positions; and again when a heavy 
weight is suspended by several elastic strings of different strengths p'nsieB. 
and lengths (all of them being stretched) attached to different 
points in the eeiling, the equilibrium positions of all the strings and 
of the weight mutually govern one another. If any one of the 
strings is shortened, everything else will change its position, and the 
length and the tension of every other string will be altered also. 

§ 2. AYe have seen that the effective supply of any agent of influenoo 
production at any time depends firstly on the stock of it in existence, 
and secondly on the willingness of those, in whose charge it is, to tion on 
apply it in production. This willingness is not decided simply by viUnBrs’ 
the immediate return which is expected: though there may be a 
lower limit, which in some cases may be described as a prime cost, 
below which no work will be done at all. A manufacturer for 
instance has no hesitation in declining to put his machinery in motion 
for an order that will not cover the extra direct money outlay caused 
by the work, together with the actual wear-and-tear of the 
machinery; while there are somewhat .similar considerations with 
regard to the wear-and-tear of the worker’s own strength and to the 
fatigue and other discommodities of his work. And, though for 
the present we arc concerned with cost and remuneration under 
normal conditions rather than with the direct cost to the individual 
of any particular piece of work that he does ; yet it may be ivcll to 
make a short statement on the subject here in order to avoid 
misconceptions. 

It has already been noticed ^ that when a man is fresh and eager. Some 
and doing work of his oivn choice, it really costs him nothing. Tor pip'ailr. 
as some socialists have urged with pardonable exaggeration, few able; 
people know how much they enjoy moderate work, till something 
occurs to prevent them from working altogether. But rightly or 
' See II. in. 2, IV. i. 2; IV. ix. 1. 
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VI, n, 2. wrongly, most persons believe that the greater part of the work w'hich 
— they do, when earning their living, yields them no surplus of 
pleasure; but on the contrary costs them something. They are 
glad when the hour for stopping arrives : perhaps they forget that 
the earlier hours of their work have not cost them as much as the 
last : they are rather apt to think of nine hours’ work as costing 
them nine times as much as the last hour ; and it seldom occurs to 
them to think of themselves as reaping a producer’s surplus or rent, 
through being paid for every hour at a rate sufficient to compensate 
them for the last, and most distressing hour.^ 
but The longer a man works, or even is on duty, the greater is his 

though not respite, unless indeed he has become numbed by his work ; 

ahvaye, while every hour’s additional work gives him more pay, and brings 
remSiTra- him nearer to the stage at which his most urgent wants are sati.sfied ; 
latofl'to”"' higher the pay, the sooner this stage is reached. It depcnils 

increased then On the individual, whether with growing pay new wants 
exertions. desires to proinde comforts for others or for him.self 

in after years; or he is soon satiated with those enjoyments tliat 
can be gained only by work, and then craves more rest, and more 
opportunities for activities that are themselves pleasurable. No 
universal rule can be laid down ; but experience seems to .show that 

^ Recent discussions on tiic eight hours day liovc often turnril very littlf on 
the fatigue of labour j for intleod there is much work in which there is bo liulc i 
citlior phyeicfll or mental, that what exertion there is counts rather as a rcln‘f imiu 
(*nnui than ns fatigue. A man is on duty, bound to bo ready when wanted, hiu 
{lerlmps not doinp an hour’s actual work in the day ; and yet l»o will ohj(“«’t lo \ ny 
lonE hours of duty because they deprive his life of variety, of opportunities for 
domestic and social plcasurcH, and perhaps of comfoi table meals and icsl. 

Xf a man is free to censo his work wlien he likes, lie doc% so when the juIvuitUL'cs 
to bo reaped by continuing seem no lontjcr to over-bulnnce the disadvaiuaircs. Jf ht» 
has to work with others, the length of liis day’s work is often fixcil for luni ; and in 
some trades tlie number of days' work which he docs in the year is pnirlically lixed 
for liixn. Ihit there are scarcely any trades, in which the amount of exertion w liii li In- 
puts into Ids work is rigidly fixed. If he be not able or willing to work up to llu' 
minimum stanriard tliat prevails where he is, lie can generally rind employment in 
another locality where the staiKlard is lower; while the standard in each ])l*ace is set 
by the ponoral balancing of the advontages and disadvantages of various intcii‘<inc>, 
of work liy the industrial populations settled there. The cases therefore in vlm li a 
man’s individual volition has no pan in determining the amount of u ork he duos in a 
year, are as exceptional as the cases in which a man has (o hve in a linusc of a :«i/e 
widely different from that whioh h*' prefere, heeuusc there is none other nvuilahle. 
It is true that a man who would rather work eight hours a day than nine at the aatue 
rate of tcnpencc an hour, but is compcUod to work nine hours or none, sulfcrs a lus.*? 
from the ninth hour ; bub such cases arc rare; and, when they occur, one must take 
tlio day as the unit. But the general law of costs is not disturbed by this fai t, any 
more than the general law of utility is disturbed by the fact that n c oncert or a cup of 
tea has to be taken as a unit : and that a person who would rather pay five shillings fop 
half a concert than ton for a whole, or twopence for half a cup of tea than fourjience 
for a wdiole cup, may incur a loss on the second half. There seems thciTforc to 
be no good foundation for the suggestion made by v. Bohm-Baw’erk {The VltimnU 
.Stauciortf oj Valut, § iv. published in the Zcilacfirijt Jur VolkawiTluchafU vol. n.) that 
value must bo determined generally by demand, without direct rcforcnf*e to cost, 
because the effective supply of labour is a fixed quantity : for oven if the number of 
hours of work in the year wore rigidly fixed, wdiicli ibis not, the intensity of work would 
remain clastic. 
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the more ignorant and phlegmatic of races and of individuals, vi, n, 3. 
especially if they live in a southern clime, will stay at their work a 
shorter time, and will exert themselves less while at it, if the rate of 
pay rises so as to give them their accustomed enjoyments in return 
for less work than before. But those whose mental horizon is 
wider, and w'ho have more firnmess and elasticity of character, will 
work tho harder and the longer the higher the rate of pay which is 
open to them ; unless indeed they prefer to divert their activities 
to higher aims than work for material gain. But this point will 
need to be di.scussed more fully under the head of the influence of 
progress on value. Jleanwhile we may conclude that increased 
remuneration causes an immediate increase in the supply of efficient 
.work, as a rule; and that the exceptions to this rule, just noticed, 
are seldom on a large scale, though they are not devoid of 
significance.^ 

§ 3. When however we turn from the immediate influence The dc- 
exerted by a rise in wages on the work done by an individual to its }n tllelong 
ultimate effect after a generation or two, the result is less uncertain. 

o ' sunolv of 

It is indeed true that, though a temporary improvement will give a efficient 
good many young people the opportunity to marry and set up [ho°rate°of 
house, for which they have been waiting; j'et a permanent increase 
of prosperity is quite as likely to lower as to raise the birth-rate, manner 
But on the other hand, an increase of wages is almost certain to 
diminish the death-rate, unless it has been obtained at the price of sprat, 
the neglect by mothers of their duties to their children. And the 
case is niucli stronger wlien wc look at the influence of high wages 
on the physical and mental vigour of the coming generation. 

For there is a certain consumption which is strictly necessary for 
each grade of work in this sense, that if any of it is curtailed the 
work cannot be done efficiently : the adults might indeed take good 
care of themselves at the expense of their children, but that would 
only defer the decay of efficiency for one generation. Further there 
are conventional necessaries, which are so strictly demanded by 

' See ch. XII. Bncl hnrvcBts, war prircs, and convuIsioiiB of credit Imvo at 
various timoe compollrd some workers, men, women anti cluJdron, to over-work 
tliemsclvcs. And cases of cvcr-inereasmg exertion in return for a conatanlly biiiking 
wage, though not as numerous now as is ofton alleged, have not been very rare in 
past times. They may bo compared with tho exertions of a failing firm to secure 
some return for their outlay by taking contracts at littlo more than enough to recom- 
pense them for their prime, or special and direct cost. And on tho other hand almost 
every age, our own ])orhaps less than most others, has stories of people who in a 
sudden burst of prosperity, have contented theraselvos with tho wages to be earned 
by very little work, and have thus contributed to bring tho prosperity to a close. Bub 
such matters must bo deferred till after a study of commercial fiiictuations. In 
ordinary times the artisan, tho professional man or the capitalist undertaker decides, 
as an individual or as a member of a trade association, what is the lowest price against 
which he will not strike. 
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VI, II. 3. custom and habit, that in fact people generally would give up much 
— of their necessaries, strictly so called, rather than go v, ithout the 
greater part of these. Thirdly there are habitual comforts, which 
some, though not all, would not entirely relinquish even when hardly 
pressed. Many of these conventional necessaries and customary 
comforts are the embodiment of material and moral progress, and 
their extent varies from age to age and from place to place. The 
greater they arc, the less economical is man as an agent of pro- 
duction. But if they are wisely chosen they attain in the highest 
degree the end of all production : for they then raise the tone of 
human life. 

Tiie Any increase in consumption that is strictly necessary to 

oniboiir <^fficiency pays its own way and adds to, as much as it draws from, 
corre- tile national dividend. But an increase of consumption, that is not 
qmckiy thus ncccssary, can be afforded only through an increase in man's 
demand Command over nature : and that can come about through advance 
tor It. in knowledge and the arts of production, through improved organiza- 
workci8° ^'on and access to larger and richer sources of raw material, and 
uieomo lastly through the growth of capital and the material means of 
attaining desired ends in any form. 

question how closely the supply of labour respond-, to 
aoncy. the demand for it, is in a great measure resolved into tlio question 
how great a part of the prc.sent consumption of the pco])le at largi' 
consists of necessaries, strictly so called, for the life and efficiency of 
young and old ; how much consists of conventional necessaries w Inch 
theoretically could be dispensed with, but practically vould be 
preferred by the majority of the people to some of those thing.s that 
were really necessary for efficiency; and how much is really super- 
fluous regarded as a means towards production, though of course 
part of it may be of supreme importance regarded as an end in 
itself. 

Host c.'c- The earlier French and Engli.sh economi.sts, as we noted at the 
o™ho"™ beginning of the preceding chapter, classed nc.arly all the consum]v 
aorkmg tion of tlic Working clas.>cs under the first head. Thev did so. 

CULSftCS ^ “ 

conduces partly for simplicity, and partly because those classes were then 
efenev in England and very poor in France ; and they inferred that the 

backw ard supply of labour would corr^ond to changes in the effective demand 
for it in the same way, though of course not quite as fast as that of 
machinery would. And an answer not very different from theirs 
must be given to the question with regard to the less advanced 
countries even now. For throughout the greater part of the world 
the working classes can afford but few luxuries and not even many 
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conventional necessaries ; and any increase in their earnings would vi, n, 3. 
result in so great an increase of their numbers as to bring down 
their earnings quieldy to nearly the old level at their more expenses 
of rearing. Over a groat part of the world wages are governed, 
nearly after the so-railed iron or brazen law, which ties them close 
to the cost of rearing and sustaining a rather inefficient class of 
labourers. 

As regards the modern western world the answer is materially tiib samo 
different ; so great has been the recent advance in knowledge and 
freedom, in vigour and wealth, and in the easy access to rich distant extent 
fields for the supply of food and raw material. But it is still true thorich 
even in England to-day that much the greater part of the con- 
sumption of the main body of the population conduces to sustain 
life and vigour; not perhaps in the most economical manner, but 
yet without any great waste. DoubtIe.ss some indulgences are 
positively harmful ; but these are diminishing relatively to the rest, 
the chief exception perhaps being that of gambling. Most of that 
expenditure which is not strictly economical as a means towards 
efficiency, yet helps to form habits of ready resourceful enterprise, 
and gives that variety to life wdthout which men become dull and 
stagnant, and achieve little though they may plod much ; and it is 
well recognized that even in western countries skilled labour is 
generally the cheapest where wages are the highest. It may be 
admitted that f he industrial development of Japan is tending to show 
that some of the more expensive conventional necessaries might 
conceivably be given up without a corresponding diminution of 
efficiency : but, though this experience may be fruitful of far- 
reaching results in the future, yet it has little bearing on the past and 
the present. It remains true that, taking man as he is, and has been 
hitherto, in the western world the earnings that are got by efficient 
labour are not much above the lowest that are needed to cover the 
expenses of rearing and training efficient workers, and of sustaining 
and bringing into activity their full energies.^ 

AVc conclude then that an increa.se of wages, unless earned under 

' On nil locomotives tlioi’o is somo brass or eopjier work designed partly for 
ornament, and wliich could ))o omitted or displaced without any loss to the eflicieiicy 
of tlie stcam-cn>;ine. Its amount docs in fact vary with tlio taste of the oilicials 
who select the patterns for the engines of different railways. But it might happen 
tliat custom required surli expenditure ; that the custom would not yield to argument, 
and that tho r.dhvay eompnnies could not venture to olTcnd against it. In tliat case, 
when dealing with periods during which tho custom ruled, wc sJiould have to include 
the cost of that onmnionlal metal work in tho cost of producing a certain amount of 
locomotive horsc-j)owcr, on tl»c samo level with tho cost of t)»o piston itself. And 
there are many practical problems, cs])ecially such as relate to poriode of but moderate 
longth, in which conventional ond rcftil necessaries may bo placed on nearly tho same 
footing. 
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VI. II, 3. unwholesome conditions, almost always increases the strength, 
Gon^ physical, mental and even moral of the coming generation ; and that, 
ooDoiusion. other things being equal, an increase in the earnings that are to be 
got by labour increases its rate of growth ; or, in other words, a rise 
in its demand-priee increases the supply of it. If the state of know- 
ledge, and of social and domestic habits be given ; then the vigour of 
the people as a whole if not their numbers, and both the numbers 
and vigour of any trade in particular, may be said to have a supply- 
price in this sense, that there is a certain level of the demand-price 
which will keep them stationary; that a higher price would cause 
them to increase, and that a lower price would cause them to 
decrease. 

The Thus again we see that demand and supply exert co-ordinate 

o^emnnd influences on wages; neither has a claim to predominance; any 
and Buppiy more than has either blade of a pair of scissors, or either pier of an 
arch. Wages tend to equal the net product of labour ; its marginal 
oidinato. productivity rules the demand-price for it; and, on the other side, 
wages tend to retain a close though indirect and intricate relation 
with the cost of rearing, training and sustaining the energy of 
eflUcient labour. The various elements of the problem mutually 
determine (in the sense of governing) one another; and in- 
cidentally this secures that supply-price and demand-price tend to 
equality ; wages arc not governed by demand -price nor liy supjily- 
price, but by the whole set of causes which govern demand and 
supply. 1 

The phrase A word should be sakl as to the common phrase “ the general 
rate^r' wages,” or the wages of labour in general.” Such phrases 

wages ” are convenient in a broad view of distribution, and especially when 
we arc considering the general relations of capital and labour. Hut 
in fact there is no such thing in modern civilization as a general rate 
of wages. Each of a hundred or more groups of workers has its own 
wage problem, its own set of special causes, natural and art iiicial, 
controlling the supply-price, and limiting the number of its members ; 
each has its own demand-price governed by the need that other 
agents of production have of its services. 


^ Tho Tcitcralion in this section has seemed to bo unavoitlnblt' in consonTiciieo 
of the niiBimdcrstandmp:s of tJio main argument of the present Book by viitioiis 
critics; among whom must be included even tho acute Trof, v. Bdhm-Bawcrk. 
the article recently quoted (seecspcciaUy Section 5), ho seems to hold that u bolf-contui- 
diction is necessarily involved in tho belief tliut wages correspond bolh to the net pro- 
duct of labour and also to tho cost of rearing and training labour and sustaining its 
ellicicncy (or, more shorily, though Jess appropriately, the cost of prodiution of 
labour). On the other hand tho mutual iutcruciions of tho chief economic forces are 
set forth in an able article by Prof. Carver in tho Quarterly Journal of Econoinicb fur 
July 1894; see also his Distribution of WealUi, ch. iv. 
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§ 4, Somewhat similar difficulties arise with regard to the phrase vi, n, l 
“ the general rate of interest.” But here the chief trouble comes xjiJITIre 
from the fact that the income derived from capital already invested “miiar 
in particular things, such as factories or ships, is properly a quasi- dImeXee 
rent and can be regarded as interest only on the assumption that the 
capital value of the investment has remained unaltered. Leaving “the 
this difficulty on one side for the present and recollecting that the moS* 
phrase “ the general rate of interest ” applies in strictness only to '“t<>™t." 
the anticipated net earnings from new investments of free capital, 
we may resume briefly the results of onr earlier studies of the growth 
of capital. 

A\’e have seen “ that the accumulation of wealth is governed by a Summary 
great variety of causes : by custom, by habits of self-control and of “ 00 “**“ 
realizing the future, and above all by the power of family affection : ‘■'usions. 
security is a necessary condition for it, and the progress of knowledge 
and intelligence furthers it in many ways. But though saving in 
general is affected by many causes other than the rate of interest : 
and though the saving of many people is but little affected by the 
rate of interest; while a few, who have determined to secure an 
income of a certain fixed amount for themselves or their family, 
will save loss with a high rate than with a low rate of interest : 
yet a strong balance of evidence seems to rest with the opinion 
that a rise in the rate of interest, or demand-price for saving, tends to 
increase the volume of saving. 

Thus theu interest, being the price paid for the use of capital The rats of 
in any market, tends towards an equilibrium level such that the “ 
aggregate demand for capital in that market, at that rate of interest, >“ 
is equal to the aggregate stock forthcoming there at that rate. If run^y Hib 
the market, which wc are considering, is a small one— say a single 
town, or a single trade in a progressive country — an increased supply and 
demand for capital in it will be promptly met by an increased supply 
drawn from surrounding di.stricts or trades. But if wo are con- 
sidcring the whole world, or even the whole of a large country as one 
market for capital, we cannot regard the aggregate supply of it as 
altered quickly and to a considerable extent by a change in the rate 
of interest. For the general fund of capital is the product of labour 
and waiting; and the extra work, and the extra waiting, to which a 
rise in the rate of interest would act as an incentive, would not 
quickly amount to much as compared with the work and waiting, of 
which the total existing stock of capital is the result. An extensive 
increase in the demand for capital in general will therefore be met 

' Sco bolow, VI. VI, G. ’ Sco IV. vn., summarized in 1 10. 
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\u, n, 5 . for a time not so much Iiy an increase of suppl)', as by a rise in 
the rate of interest; whieli will cause capital to witlnliaw itself 
partially from those iLses in wliieli its marginal utility is lowest. 
It is only slowly and gradually that the rise in the rate of interest will 
increase the total stock of capital. 

Land is -in § 5. Land is on a dilTerent footing from man himself and those 
fo'otfn”"* agents of production which are made by man : among which are 
from otiier included improvements made by him on the land it.self.’- For while 
produc° the supplir.s of all other agents of production rc.spond in various 
1'°"- deffrecs and various way.s to the demand for their services, land 
makes no such rc.sponse. Thus an exceptional rise in the earnings 
of any class of labour, tends to increase its numbers, or efficiency, or 
both; and the increase in the .supply of efficient work of that cln.ss 
tends to cheapen the services which it renders to the community. 
If the increase is in their numbers then the rate of earnings of each 
will tend downwards towards the old level. But if the increase is 
in their efEciency ; then, though they will probably earn mou- per 
head than before, the gain to them will come from an incrc.iseil 
national dividend, and will not be at the expense of other agents of 
production. And the same is true as reganls capital : but it is not 
true as regards land. M'hile therefore the value of laiul. in common 
with the values of other agents of production, is subject to those 
influences which were dl.-cu^s-Nl towards the cud of the precdling 
chapter ; it is not subject to those which have been brought into the 
reckoning in the present discussion. 

It is true that land is but a p.irticular form of capital from the 
point of view of the individual manufacturer or cultivator. And 
land shares the influences of the laws of demand and of .sub-.titiiti(jn 
which were discussed in the last chapter, because tlie existing stock 
of it, like the existing .-tnek of capital or of labour of anv kind, 
tends to be shifted from one use to another till nothing could be 
gained for production by any further sliifting. And, .so far as the 
discussions of the last chajrter are concerned, the incoiiu' that is 
derived from a factory, a walohou^e. or a plough (allowance l>cing 
made for wear-and-tear, etc.) is governed in the .same wav as i» the 
income from land. In each case the income tends to equal the value 
of the marginal net product of the agent : in each case this is 
governed for the time by the total stock of the agent and the need 
that other agents have of its aid. 

That is one side of the quastion. The other is that land (in an 

* Hip nrjriimont of this section is put brotuily. For a technical and more tlioioujili 
treatment the reader is referred to V. x. 
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old coimtry) does not share the reflex influences, discussed in this vi, n, c. 
chapter, which a high rate of earnings exerts on the supply of other 
agents of production, and consequently on their contributions to the 
national dividend, and consequently on the real cost at which their 
services are purchased by other agents of production. The building 
an additional floor on one factory or putting an extra plough on 
one farm, docs not generally take a floor from another factory 
or a plough from another farm; the nation adds a factory floor 
or a plough to its business as the individual docs to his. There is 
thus a larger national dividend which is to be shared out; and in 
the long run the increased earnings of the manufacturer or farmer 
arc not as a rule at the cost of other producers. In contrast to this 
the stock of land (in an old country) at any time is the stock for all 
time ; and when a manufacturer or cultivator decides to take in a 
little more land to his business, he decides in effect to take it away 
from someone else’s business. He adds a little more land to his 
business; but the nation adds no land to its business, the change 
does not in itself increase the national income. 

§ 6, To conclude this stage of our argument : — The net aggregate The 
of all the commodities produced is itself the true source from which the"8^mi 
flow the demand prices for all these commodities, and therefore for of 
the agents of production used in making them. Or, to put the same according 
thing in another way, this national dividend is at once the aggregate TOorginai 
net product of, and the sole source of payment for, all the agents 
of production within the country : it is divided up into earnings of tho 
labour ; interest of capital ; and lastly the producer’s surplus, or 
rent, of land and of other diilbrcntial advantages for production. 

It constitutes tho whole of them, and the whole of it is distributed 
among them; and the larger it is, the larger, other things being 
equal, will be the share of each of them. 

It is distributed among them, speaking generally, in proportion 
to the need which people have for their several services — i.e. not the 
total need, but the marginal need. By this is meant the need at 
that point, at which people arc indifferent whether they pui'chase a 
little more of the services (or the fruits of the services) of ouc agent, 
or devote their further resources to purchasing the ser\’ices (or the 
fruits of the services) of other agents. Other things being equal, 
each agent is likely to Increase the faster, the larger the share which it 
gets, unless indeed it is not capable of being increased at all. But 
every such increase will do something towards filling up the more 
urgent needs for that agent; and will thus lessen the marginal need 
for it, and lower the price at which it can find a market. That is to 
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VI, II, 7. say, an increase in the proportionate share, or rate of remuneration, 
— of any agent is likely to bring into play forces, that will reduce that 
share, and leave a larger proportionate share of the dividend to be 
shared among others. This reflex action may be slow. But, if 
there is no violent change in the arts of production or in the genornl 
economic condition of society, the supply of each agent will lie 
closely governed by its cost of production ; account being taken of 
those conventional necessaries, which constantly expand as the 
growing richness of the national income yields to one class after 
another an increasing surplus above the mere ncecssarie.-3 for 
efficiency. 

An §7. In studying the influence which increased efficiency and 

InTh”* increased earnings in one trade exert on the condition of others we 
supply oi may start from the general fact that, other things being etjual, 
Iriu benefit the larger the supply of any agent of production, the farther ill it 
have to push its way into uses for which it is not specially fitted ; 
but not the lower will be the demand price with which it will have to be 
necessarily jjj ^],Qj.g yggjj jjj jtg employment is on the verge or 

margin of not being found profitable ; and, in so far as coinjjetition 
equalizes the price which it gets in all uses, this price will he its price 
for all uses. The extra production resulting from the increase in 
that agent of production will go to swell the national thh'idend. and 
other agents of production will benefit thereby : but that iigciit 
itseK will have to submit to a lower rate of pay. 

For instance, if without any other change, capital iiu reuses 
fast, the rate of interest must fall; if without any other ch.inge, 
the number of those ready to do any particular kmd of labour 
increases, their wages must fall. In either case there will result an 
increased production, and an increased national dividend : in eitlicr 
case the loss of one agent of production must result in a gain to otliei s ; 
but not necessarily to all others. Thus the opening up of iicli 
quarries of slate or the increase in numbers or efficiency of (|uairv- 
men, would tend to improve the houses of all clas.ses; and it itmild 
tend to increase the demand for bricklayers’ and carpenteis’ labour, 
and raise their wages. But it would injure the makers of loofing 
tiles as producers of building materials, more than it benefited llieiii 
as consumers. The increase in the supply of this one agent increases 
the demand for many others by a little, and for some others by 
much ; but for some it lessens the demand. 

Wages of e know that the wages of any worker, say an operative in a 
eipicsMd factory, tend to equal the net product of his labour, 

provision. They are not governed by that net product; for net products, like 
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all other incidents of marginal uses, are governed together with vi. ir, 7 . 
value by the general relations of demand and supply.^ But when, aiiy”i^ 
(1) the aggregate application of capital and labour to the boot and 
shoe industry up to that limit, at which the additional products duets^of 
resulting from any further application could barely be made at varfo^ 
profitable rates ; (2) the distribution of resources between plant, gradsa. 
labour, and other agents of production has been appropriately made ; 

(3) we have in view a factory, working with normally good fortune, 
conducted with normal ability, and where the conditions are such 
that there is a doubt whether to take on an additional operative of 
normal ability and energy, who offers himself at the normal wage : — 
when all these things are done, then we may fairly conclude that 
the loss of that man’s work would be likely to cause a diminution in 
the net output of that factory, the value of which was about equal 
to his wages. The inversion of this statement nms that his wages 
are about equal to that net product : (of course the net product of 
an individual cannot be separated mechanically from that of others 
who are working together with him).- 

The work done by the various classes of operatives in a boot and 
shoe factory is not all of the same difficulty : but we may ignore 
differences in industrial rank between the classes, and suppose them 
to be all of the same rank. (This supposition greatly simplifies the 
wording of the argument, without affecting its general character.) 

Kow under the rapidly changing conditions of modern work, 
one industry or another is apt to be from time to time rather over 
supplied or rather under supplied with labour : and these inevitable 
inequalities arc apt to be increased by restrictive combinations and 
other influences. But yet the fluidity of labour is sufficient to make 
it true that the wages of labour of the same industrial grade or rank 
tend to equality in different occupations throughout the same western 
country. Accordingly no considerable inaccuracy is involved in the 
statement that in general, every worker of the same industrial rank 
with a normal boot-operative will be able to buy a pair of boots of 
any kind (after providing the cost of their material), with the 
wages earned by him, in about the same tune as is required by such 
an operative to contribute a pair of boots of that kind to the net 
product of his factory. Putting this statement into a more general 
form we may say that every worker will in general be able with the 

^ Sec V. VIII. 5 ; onil VI. i. 7. 

^ Soo abovo pp. 428-9. Tho net product of a factory is now commonly taken» 
as it is in tlio ullicial Census of Production, to be tho work wliich it puts into its 
material : thus tho valuo of its net product is the excess of tho gross value of its 
output over tho valuo of the material used by it. 
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VI, n. 8. earnings of a hundred dap’ labour to buy the net products of a 
hundred days’ labour of other workers in the same grade with 
himself : he may select them in wliatevcr way he chooses, so as to 
make up that aggregate sum. 

If the normal earnings of workers in another grade arc half as 
high again as his own, the boot-o]ierativc must spend three days’ 
wages in order to get the net product of two days’ labour of a 
worker in that grade ; and so in proportion. 

Increased Tlius, other things being equal, every increase in the net 
m^any efficiency of labour in any trade, including his own, will raise in tlie 
to proportion the real value of that part of his wages wiiieli tiie 

raise real boot-opcrativc Spends on the products of that trade; and other 
oSl™ being equal, the equilibrium level of the real wages of tlic 

boot-operative depends directly on, and varies directly witli. tlic 
average efficiency of the trades, including his own, wliicli produce 
those things on which he spends his wages. Conversely, tlie rt'ji'e- 
tion by the workers in any industry of an improvement, liy wliieli its 
efficiency could be increased ten per cent., inflicts on the bent- 
operative an injury measured by ten per cent, of that part of his 
wages which he spends on the products of that industiy. But an 
increased efficiency on the part of workers, whose products comjn'te 
with his own, may injure him temporarily at least, especially if lie is 
not himself a consumer of those jwoducts. 

The Again, the lioot-operative will gain by anything that ehaiiaes 

relations relative positions of different grades in such a wav as to raise 

between , , ■ i n ■ i 

grades, his grade relatively to others. He will gam by an meivase ol 
M^Toii medical men whose aid he occasionally needs. And he will >;,uii 
supply of more if those grades which are occupied chieflv with the ta-ks of 

liiifiincsB ^ ^ ^ 

ability managing business, whether manufacturing, trading, or any otlier. 
wag?s of” receive a great influx from other grades : for thou the earnings of 
labour* management will lie lowered pennanently relatively to the eaniings 
of manual work, there will be a rise in the net product of every kirn I 
of manual labour ; and, other things being equal, tlic lioot-ojier.iti ve 
will get more of every commodity on which he spends those wages 
that represent his own net product. 

Wo do not § 8. The process of substitution, of which we have been discussing 
PMto tendencies, is one form of competition ; and it may be well to 
know lodge insist again that we do not assume that competition is perffet. 
dom of” Perfect competition requires a perfect knowledge of the state of tlie 
eompeti- market; and though no great departure from the actual fads of 
life is involved in assuming this knowledge on the part of dealers 
when we are considering the course of business in Lombard Street, 
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tie Stock Exchange, or in a wholesale Produce Market ; it would vi, n, 9. 
be an altogether unreasonable assumption to make when we are 
examining the causes that govern the supply of labour in any of the 
lower grades of industry. For if a man had sufficient ability to 
know everything about the market for his labour, he would have 
too much to remain long in a low grade. The older economists, in 
constant contact as they were with the actual facts of business life, 
must have known this well enough; but partly for brevity and 
simplicity, partly because the term “ free competition ” had become 
almost a catchword, partly because they had not sufficiently classified 
and conditioned their doctrines, they often seemed to imply that they 
did assume this perfect knowledge. 

It is tliei ('fore .sjiecially important to imsist that we do not assume but only 
the memliers of any industrial group to he endowed with more pris^and 
ability and forethought, or to lie governed by motives other than 
those which are in fact normal to, and would be attriliutcd by every which am 
well-informed jierson to, the memliers of that group ; account being 
taken of the general conditions of time and place. There may be a 
good deal of wayward and impulsive action, sordid and noble motives mnk ot 
may mingle t heir threads together ; but there is a constant tendency 
for each man to select such occupations for himself and his children 
as seem to him on the whole the most advantageous of those w'hich 
arc within the range of his resources, and of the efforts which he is 
able and willing to make in order to reach them.^ 

§ 9. The la.st group of cprestions, which still remain to be dis- \vp pass 
(ussed, is concerned with the relation of capital in general to wages 
in general. It is obviou.s that though capital in general is constantly ^ 

competing with labour for the field of employment in particular in general, 
trades : yet since capital it.sclf is the embodiment of labour as well as 1“ 
of waiting, the comjietition is really between some kinds of labour restricteci 
aided by a good deal of waiting, and other kinds of labour aided by ti°on'for 
Ic.sR waiting. When for instance it is said that ‘‘ capitalistic 

^ ^ , ofcmjHoy- 

machinery has disjilaccd much labour that was employed in making ment 
boots,'’ what is meant is, that fonncrly there were many who made [JapUaUnd 
hoots by hand, and a very few' who made awls and other simple 
implements, aided by a little rvaiting; while now there are rather 
fewer persons occupied in boot making; and they make a much 
larger number of boots than before by aid of powerful machines, 
made by engineers aided by a good deal of waiting. There is a real 
and effective competition between labour in general and waiting in 

‘ DilTereiiccs between the adjiifitnicntB ot dcmcind and supply in the case ot 
commodities and in tlic case of labour are itibt'ussed in the following chapters. 

Q 
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VI, 11 . 10. general. But it covers a small part of the whole field, and is of small 
importance relatively to the benefits which labour derives from 
obtaining cheaply the aid of capital, and therefore of efficient 
methods in the production of things that it needs, ^ 

For speaking generally, an increase in the power and the willing- 
ness to save will cause the services of waiting to be pushed con- 
stantly farther; and will prevent it from obtaining employment at 
as high a rate of interest as before. That is, the rate of interest will 
constantly fall, unless indeed invention opens new advantageous 
uses of roundabout methods of production. But this growth of 
capital will increase the national dividend ; open out now and rich 
fields for the employment of labour in other directions ; <md will thus 
more than compensate for the partial displacement of the services of 
labour by those of waiting.^ 

An The increase of the national dividend owing to the growth of 

of caiSual invention is certain to affect all classes of commoditie.s; 

loKoratho and to enable the shoemaker, for instance, to purchase with his 
for earnings more food and clothes, more and better supplies of water, 
artificial light and heat, travel, and so on. It may be admitted that a 
real wapos. few improvements affect only comraoditics consumed by the rich, 
in the finst instance at least; that no part of the corresponding 
increase of the national disndond goes directly to the labouring 
classes ; and that they do not at once gain anything to compensate 
for the probable disturbance of some of their members in particular 
trades. But such cases are rare, and generally on a small scale : 
and even in them there is nearly always some indirect compensation. 
For improvements, designed for the luxuries of the rich, soon spread 
themselves to the comforts of other clasises. And, though it is not a 
necessary consequence, yet in fact a cheapening of luxuries docs 
generally lead in various ways to increased desires on the part of the 
rich for things made by hand and for personal services, and increases 
also the means at their disposal for grfitif 3 'ing those desires. Tin’s 
points to another aspect of the relation between capital in general 
and wages in general. 

Further § 10. It is to be Understood that the share of the national 
dividend, which any particular industrial class receives during the 
year, consists either of things that were made during the year, or of 


' We are leaving on one sido here the competition for employment betwt’fii 
labour m the narrower sense of the term, and tlio work of the undertaker luiiiself 
and hia assistant managers and foremen. A great part of ebs. vii. and viil. is given 
to tills cliilicult and important probl^n. 

* Capital is hero reckoned broadly ; it U not confined to trade capital. This 
point is of secondary interest and is polegatcd to Appendix J, 4 . 
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the equivalents of those things. For many of the things made, or vi,n, lo. 
partly made, during the year are likely to remain in the possession 
of capitalists and undertakers of industry and to be added to the 
stock of capital ; while in return they, directly or indirectly, hand 
over to the working classes some things that had been made in 
previous years. 

The ordinary bargain between labour and capital is that the The sense 
wage-receiver gets command over commodities in a form ready for 1 “ 
immediate consumption, and in exchange carries his employer’s that t)ie 
goods a stage further towards being ready for immediate consump- 0^1X0^ 
tion. But u Idle this is true of most employees, it is not true of those 
who finish the proccs.ses of production. For instance, those who made by 
put together and finish watches, give to their employers far more 
commodities in a form ready fur immediate consumption, than they 
obtain as wages. And if wc take one season of the year with 
another, so as to allow for seed and harvest time, we find that work- 
men as a whole hand over to their employers more finished com- 
modities than they receive as wages. There is, however, a rather 
forced sense in which wc may perhaps be justified in saying that the 
earnings of labour depend upon advances made to labour by capital. 

For — not to take account of machinery and factories, of ships and 
railroads— the houses loaned to workmen, and even the raw 
materials in various stages which will be worked up into commo- 
dities consumed by them, represent a far greater provision of capital 
for their use than the equivalent of the advances which they make 
to the capitalist, even when they work for a month for him before 
getting any wages. 

In all this then there is notliing to make the relations between The oWor 
capital in general and labour in general differ widely from those ot wn.roa 
between any other two agents of production, in the general scheme of were " 
distribution already explained. The modern doctrine of the rela- ti°eir'\ifty 
tions between labour and capital is the outcome to which all the ‘°'™rd 3 

, . , . . modem 

earlier doctrines on the .subject were working their way ; and differs doctrine, 
only in its greater exactness, completeness and homogeneity, from 
that given by Mill in the third chapter of his fourth book ; the only 
place in which he collects together all the various elements of the 
problem. 

To conclude another stage of the argument : — Capital in general The broad 
and labour in general co-operate in the production of the national 
dividend, and draw from it their earnings in the measure of their bution 
respective (marginal) efiiciencies. Their mutual dependence is ofgjveu'*'' 
the closest; capital without labour is dead; the labourer without so™isthe 
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VI, n. 10. the aid of his own or someone else’s capital would not long be alive, 
gen^ Where labour is energetic, capital reaps a high reward and grows 
roiations apacc ; and, thanks to capital and knowledge, the ordinary labourer 
and'iabour in the western world is in many respects better fed, clothed anti 
even housed than were princes in earlier times. The co-operation of 
capital and labour is as essential as that of the spinner of yarn and 
the weaver of cloth : there is a little priority on the part of the 
spinner ; but that gives him no pre-eminence. The prosperity of 
each is bound up with the strength and activity of the other; 
though each may gain temporarily, if not permanently, a somewhat 
larger share of the national dividend at the expense of the other. 

In the modern world, private employers and officials of joint- 
stock companies, many of whom have but little capital of their own, 
act as the centre of the great industrial wheel. The interests of 
owners of capital and of workers radiate towards them and from 
thoiigii ibc them : and they hold the whole together in a firm grip. They will 
unLrtaker therefore take a predominant place in those discussions of fliictna- 
18 of tions of employment and of wages, which are deferred to the second 
fmportf volume of this treatise ; and a prominent, though not predominant, 
ance. jjj discussious of the secondary features in the mode of 

action of demand and supply peculiar to labour, capital and land 
respectively, which w ill occupy the next eight chapters. 

Appondioes In AppendLx J some account will be given of the Wages-fund " 
j and K. doctfine. Reason will be shown for thinking that it laid excessive 
stress on the side of demand for labour, to the neglect of the cause.s 
which govern its supply ; and that it suggested a correlation between 
the stock of capital and the flow of wages, instead of the true correla- 
tion between the flow of the products of labour aided by capital and 
the flow of wages. But reason will also be given for the opinion 
that the classical economists themselves — though perhaps not 
nearly all their followers — if cto.s.s examined, would have explained 
away the misleading suggestions of the doctrine; and thus have 
brought it into close accord, so far as it went, with modern doctrines. 
In Appendix K some study will be made of the various kinds of 
producers’ and consumers’ surpluses; raising questions of some 
abstract intere.st, but of little practical importance. 

Our As has already been intimated, the efficiencies (total and 

problem marginal) of the several factors of production, their contributions 
complex direct and indirect to the aggregate net product, or national clivi- 
foeuMd shares of that dividend which accrue to them severally 

in a single are Correlated by a number of mutual interactions so complicated, 
that it is impossible to comprehend the whole in a single statement. 
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But yet by aid of the terse, compact, precise language of Mathe- 
matics it is possible to lead up to a fairly unified general view; 
though of course it can take no account of differences of quality, 
except in so far as they can bo interj)reted more or less crudely into 
differences of quantity.' 

^ Such a Burvoy h focuBod in Notcfl XlV.-XXl. of tho lilathematical Appendix : 
the Inst of them is easy of eomitrohension. and allows the complexity of tho problems. 
Most of tho rest are developments of dotaiis arising out of Note XiV.» the substance 
of part of wiiieli is translated into English in V. iv. 
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CHAPTER III 
EARNINGS OF LABOUR 

§1. When discussing the general theory of equilibrium of 
demand and supply in the last Book, and the main outlines of the 
central problem of distribution and exchange in the first two chapters 
of this Book, we left on one side, as far as might be, all considerations 
turning on the special qualities and incidents of the agents of pro- 
duction. We did not inquire in detail how far the general theories 
of the relations between the value of an appliance for production 
and that of the product, which it helps to make, are applicable to 
the incomes earned by natural abilities, or by skill and knowledge 
acquired long ago, whether in the ranks of the employers, the em- 
ployed, or the professional classes. We avoided difficulties con- 
nected with the analysis of Profits, paying no attention to the many 
different scopes which the usage of the market-place assigns to this 
term, and even the more elementary term Interest ; and we took no 
account of the influence of varieties of tenure on the form of demand 
for laud. These and some other deficiencies will be made good by 
more detailed analysis in the following tliice groups of chapters on 
demand and supply in relation to labour, to capital and luisiness 
power, and to land, respectively. 

Problems relating to methods of estimating and reckoning 
earnings, to which the present chapter is devoted, belong mainly 
to the province of arithmetic or book-keeping : but much error has 
arisen from treating them carelessly. 

§2. When watching the action of demand and supply w'itli 
regard to a material coimnodity, we are constantly met by the 
difficulty that two things w'hich arc being sold under the same 
name in the same market, are really not of the same quality and 
not of the same value to the purchasers. Or, if the things are really 
alike, they may be sold even in the face of the keenest competition 
at prices which are nominally different, because the conditions of 
sale are not the same : for instance, a part of the expense or risk 
of delivery which is borne in the one case by the seller may in the 
other be transferred to the buyer. But difficulties of this kind are 
much greater in the case of labour than of material commodities : 
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the true price that is paid for labour often differs widely, and in vi, m, 2 . 
ways that are not easily traced, from that which is nominally paid. 

There is a preliminary difficulty as to the term “ efficiency.” 

When it is said that about equal earnings (or rather equal “ net 
advantages,” see above 11. iv. 2) are obtained in the long run in 
different occupations by persons of about equal efficiency, the term 
“ efficiency ” must be interpreted broadly. It must refer to general 
industrial efficiency, as defined above (IV. v. 1). But when reference 
is made to differences of earning power of different people in the 
same occupation, then efficiency is to be estimated with special 
reference to those particular elements of efficiency which are needed 
for that occupation. 

It is commonly said that the tendency of competition is to 
equalize the earnings of people engaged in the same trade or in 
trades of equal difficulty; but this statement requires to be inter- 
preted carefully. For competition tends to make the earnings got 
by two individuals of unequal efficiency in any given time, say, a 
day or a year, not equal, but unequal ; and, in like manner, it tends 
not to equalize, but to render unequal the average weekly wages in 
two districts in which the average standards of efficiency are unequal. 

Given that the average strength and energy of the working-classes 
are higher in the North of England tlian in the South, it then 
follows that the more completely “ competition makes things find 
their own level,” the more certain is it that average weekly wages 
will be higher in the North than in the South.* 

Cliffe Leslie and some other writers have naively laid stress on 
local variations of wages as tending to prove that there is very little 
mobility among the working-clas.ses, and that the competition 
among them for employment is ineffective. But most of the facts 
which they quote relate only to wages reckoned by the day or week : 
they are only half-fiicts, and when the mksing halves are supplied, 
they generally support the opposite inference to that on behalf of 
which they arc quoted. For it is found that local variations of 
weekly wages and of efficiency generally correspond : and thus the 
facts tend to prove the effectiveness of competition, so far as they 
bear on the question at all. We shall however presently find that 

* About fifty years ago corrcBpontlmce hetwren fuiincrs in the Xortli anrl the 
South of England led to an agreement lluit putting roots into a cart was an excellent 
measure of physical elVicioiicy : and cart'ful coinjMuison showed that w'af'cs bore 
about the same ]iro)]ortion to tlic weights wliicli tlio labourers eommoTiI,\ loaded in a 
day’s work in tlio tw o districts. The Htnudards of wn^cs and of elTicicncy in tho South 
are perhaps now more nearly on n level with those m the North than they w'cre then. 

But the standard trade union ua^es are ^oiiernlly higher in tho North than in the 
South : and many tni n, w’ho go North to n^ucli the higher rate, find lliat tlicy cannot 
do what is required, and return. 
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the full interpretation of such facts as these is a task of great (liffieultj’ 
and complexity. 

The earnings, or wages, which a person gets in any given time, 
such as a day, a week, or a year, may be called his time-eaniings, or 
liwe-ivages : and we may then .say that f'liffe Leslie’s instances of 
unequal time-wages tend on the whole to .support, and not to 
weaken, the presumption that competition adjusts earnings in 
occupations of equal difficulty and in nciglibuiiriug places to the 
efficiency of the workers. 

But the ambiguity of the phrase, “ the efficiency of the workers,” 
has not yet been completely cleared away. When the payment for 
work of any kind is ajiportioned to the quantity and quality' of the 
work turned out, it is said that uniform rates of piece-imrk wages 
are being paid ; and if two persons work imdcr the same conditions 
and with equally good appliances, they arc paid in proportion to 
their efficiencies when they' receive piece-work wages calculated by 
the same lists of prices for each several kind of work. If however 
the appliances are not equally good, a uniform rate of piece-work 
wages gives results disproportionate to the efficiency of the workers. 
If, for instance, the same lists of piece-work wages were used in 
cotton mills supplied with old-fashioned machinery, as in those 
which have the latest improvements, the apparent equality would 
represent a real inequality. The more effective competition i.s. and 
the more perfectly economic freedom and enterprise are developed, 
the more surely will the lists he higher in the mills that have old- 
fashioned machinery than in the others. 

In order therefore to give its right meaning to the statement 
that economic freedom and enterprise tend to equalize wages in 
occupations of the same difficulty and in the same ucighliourhood, 
we require the use of a new term, ^^'c may find it in cffirioioj- 
wages, or more broadly effirienrg-ennnngs: that is, carnizigs meas- 
ured, not as time-eamings arc with reference to the time spent in 
earning them ; and not as piece-work earnings are with reference 
to the amount of output resulting from the work by which they arc 
earned ; but with reference to the exertion of ability and rjffickncg 
required of the worker. 

The tendency then of economic freedom and enterprise (or. in 
more common phrase, of competition), to cause every one's earnings 
to find their onm level, is a tendency to equality of cfiiciencj'-earnings 
in the same district. This tendency will be the stronger, the greater 
is the mobility of labour, the less strictly specialized it is, the more 
keenly' parents are on the look-out for the most advantageous 
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occupations for their children, the more rapidly they are able to vi, m. 2 . 
adapt themselves to changes in economic conditions, and lastly the 
slower and the less violent these changes are. 

This statement of the tendency is, however, still subject to a Low- 
slight correction. For we have hitherto supposed that it is a matter [^bora is 
of indifference to the employer whether he employs few or many ^ 
people to do a piece of work, provided his total wages-bill for the working 
work is the same. But that is not the ease. Those workers who ponsiv^ 
earn most in a week when paid at a given rate for their work, are mnciunery. 
those who are cheapest to their employers ; and they are the cheapest 
also to the community, unless indeed they overstrain themselves, 
and work themselves out prematurely. For they use only the same 
amount of fixed capital as their slower fellow-workers; and, since 
they turn out more work, each part of it has to bear a less charge 
on this account. The prime costs are equal in the two cases ; but 
the total cost of that done by those who are more efiS^cient, and get 
the higher time-wages, is lower than the total cost of that done by 
those who get the lower time-wages at the same rate of piece-work 
payment.^ 

This point is seldom of much importance in out-of-door work, 
where there is abundance of room, and comparatively little use of 
expensive machinery; for then, except in the matter of superin- 
tendence, it makes very little difference to the employer, whose 
wages-bill for a certain piece of work is £100, whether that sum is 
divided between twenty efficient or thirty inefficient workers. But 
when e.xpensive machinerv is used which has to be proportioned to 
the number of workers, the employer would often find the total cost 
of his goods lowered if he could get twenty men to turn out for a 
wages-bill of £00 as much work as he had previously got done by 
thirty men for a wages-bill of £40. In .all matters of this kind the 
leadership of the world lies with America, and it is not an uncommon 
saying there, that he is the best business man who contrives to pay 
the highest wages. 

The corrected Law then stands that the tendency of economic 
freedom and enterprise is generally to equalize efficiency-earnings in 
the same district : but where much expensive fixed capital is used, 
it would be to the advantage of the employer to raise the time- 
earnings of the more efficient workers more than in proportion to 

' Tliis nrpuniont would bo Bubjcct to eorroolions in cases in which the trade 
admitted of the employment of more than one sliift of workpeople. It would often 
be worth an employer’s whilo to pny to caeh of two shifts os much for an eight hours* 
day as ho now pays to one shift for a ten hours’ day. Yqt though each worker would 
produce less, each maohitio would produce mure on ihc former thon on the latter 
plan. But to this point wc shall return. 
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their efficiency. Of course this tendency is liable to be opposed by 
special customs and institutions; and, in some cases, by trades- 
union regulations.^ 

§ 3. Thus much with regard to estimates of the w'ork for which 
the earnings are given ; but next we have to consider most carefully 
the facts, that in estimating the real earnings of an occupation 
account must be taken of many things besides its money receipts, 
and that on the other side of the account we must reckon for many 
incidental disjidvantagcs besides those directly involved in the 
strain and stress of the work. 

As Adam Smith says, “ the real varjes of labour may be said to 
consist in the quantity of the necessaries and conveniences of life. 

that are given for it ; its nomiml tcages in the quantity of money 

The labourer is rich or poor, is wcU or ill rewarded, in proportion to 
the real, not to the nominal, price of his labour.” ® But the words 
“ that are given for it ” must not be taken to apply only to the 
necessaries and conveniences that arc directly provided by the 
purchaser of the labour or its products; for account must be taken 
also of the advantages which are attached to the occupation, and 
require no special outlay on his part. 

In endeavouring to ascertain the real wages of an occupation at 
any place or time, the first step is to allow for variations in the 
purchasing power of the money in which nominal wages are returned. 
This point cannot be thoroughly dealt with till we come to treat of 
the theory of money as a whole. But it may be remarked in passing 
that this allowance would not be a simple arithmetical reckoning, 
even if we had perfectly accurate statistics of the history of tlie 
price of all commodities. For if we compare distant places or 
distant times, we find people with dillerent wants, and different 

^ Uiffinlo (bcl not overlook tho importwirv of tin* ilistiiirtion between \nriixtion*( 
in tlio amount of rommoflitics pan! to tlie Inboiirrr ns uages, and varwlions in llu' 
prolitiibleness of tbo lubourer to hiB rni])loyrr. Ur bhw iliat tlio real lulerrht of tlir 
employer lay not in the amount of wap<*8 that lie piiiil lo llu* labomer, Init in the ratio 
wbii'b tliosr vsagcH boro to U»e value of tho praluce resulting from the labourer’s 
work : and lie decided to rngiinl the mte of wugfR nb measured by ihib ratio : and to 
say t)i«t wages rose when tin*! rat.o incmabeih and that tliev fell wlicii it dmiini*>I‘c(l. 
Jt is lo he regretted that ho did not invent borne new term for this purpow*; for liih 
artificial use of a familiar term has seliiom been understood by others, and mqs ui 
some cases even forgotten by bimBelf. (Compare Senior’s Political tjcommy, pp. 1 1-- 
8.) The varuitinna in the proiluciivcncbs of labour vihich ho had chiefly in view wore 
those which rrfcdit from improvements in tho arte of production on tho one hand, and 
on the other from tho action of tho law of diminlebing return, when on inercaso of 
population recpiired larger erop» to be forced from a limited soil. Had lie jiaul 
careful attention to the increaw in Iho prorluctivonees of labour that rusults dirrtliy 
from an improvement in Iho labourer’s condition, tho position of economic* science, 
and tho r#*al wellbeing of (he ecHintry, would in all probability bo now inueli further 
advance*! ihrm they arc. As it is, his treatment of wages seems less instniclive lluiii 
that in Multlitih' l^ohiictU Kcnnomif 

* Wealfh oj Sntiotti/, I. v. 
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means of supplying those wants: and even when we confine oui vi,m,4,6. 
attention to the same time and place we find people of different gradTrf 
classes spending their incomes in very differ ent ways. For instance, ^ 
the prices of velvet, of operatic entertainments and scientific books 
are not very important to the lower ranks of industrj' ; but a fall in 
the price of bread or of shoe leather affects them much more than it 
does the higher ranks. Differences of this kind must always be 
borne in mind, and it is generally possible to make some sort of 
rough allowance for them.^ 

§ 4. We have already noticed that a person’s total real income is 
found by deducting from his gross income the outgoings that belong 
to its production ; and that this gross income includes many things 
which do not appear in the form of money payments and are in 
danger of being overlooked.^ 

Firstly, then, with regard to the outgoings. We do not here Allowance 
reckon the expenses of education, general and special, involved in 
the preparation for any trade : nor do we take account of the ex- 

1111 1 1 * 1 * 1 expenses. 

haustion of a person s health and strength m his work. Allowance 
for them may be best made in other ways. But we must deduct all 
trade expenses, whether they are incurred by professional men or 
artisans. Thus from the barrister’s gross income we must deduct 
the rent of his office and the salary of his clerk ; from the carpenter’s 
gross income we must deduct the expenses which he incurs for tools; 
and when estimating the earning.s of quarrymen in any district we 
must find out whether local custom assigns the expenses of tools 
and blasting powder to them or their employers. Such cases are 
comparatively simple ; but it is more difficult to decide how large a 
part of the expenses, which a medical man incurs for house and 
carriage and social entertainments, should be regarded as trade 
expenses.® 

§ 5. Again, when servants or shop assistants have to supply uhore 
themselves at their own cost ivith expensive clothes, which they pSypaUi 
would not buy if free to do as they liked, the value of their wages 
to them is somewhat lowered by this compulsion. And when the nncc. 

* 7’Ae liopori oj the Voor Law C'owmwM'oiiertr on the Kmphijment of H oinru and 
Children in Agricullnre, 1843, p. 297, (‘ontaimi some intcrcbliniz specimens of yearly 
wQgoB paid in Northumberlaiul, in whirh ver>’ littlr moiipy ajtpcarcd. Here is one : — 

10 bushels of wheat, 30 of onis, 1(^ of barley, 10 of T}tQ, 10 of fjcas; a cow’s keep for 
aycur; 800 yards of ]>otatoch; cottage and garden; coal-shcd; £3 10s. in cosli ; and 
2 bushels of barley in lieu of hens. 

“Scoll.iv. 7. 

’ This class of qiiostions is closely allied to those raised when discussing tho defini- 
tions of Income and Capital in Hook IX. ; where a caution has already boon entered 
ogainst overlooking elements of income that do not take the form of money. Earning 
of many oven of tho professional imfl wage-reeeiviiuj classes are in a considerable 
measure dependent on their being in command of some material capital. 
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employer provides expensive liveries, houseroom and food for his 
servants, these are generally worth less to them than they cost to 
him : it is therefore an error to reckon the real wages of domestic 
servants, as some statisticians have done, by adding to their money 
wages the equivalent of the cost to their employer of everything 
that he provides for them. 

On the other hand, when a farmer hauls coals free for his men, 
he chooses, of course, times when his horses have little to do, and 
the real addition to their earnings is much greater than the cost to 
him. The same applies to many perquisites and allowances, as, 
for instance, when the employer allows his men to have without 
payment commodities wliicli though useful to them, are almost 
valueless to him on account of the great expenses involved in 
marketing them ; or, again, when he allows them to buy for their 
own use at the wholesale price conmiodities which they have helped 
to produce. When, however, this permission to purchase is changed 
into an obligation to purcha.se, the door is open to grave abuses. 
The farmer who in old times used to compel his men to take from 
him spoilt grain at the wholesale price of good grain, was really 
paying them lower wages than he appeared to be. And on the 
whole when this so-callcd truchsyslem prevails in any trade in an 
old country, we may fairly assume that the real rate of wages is 
lower than the nominal.^ 

§ 6. Kext we have to take account of the influences exerted on 
the real rate of earnings in an occupation by the uncertainty of 
success and the inconstancy of employment in it. 

We should obviously start liy taking the earnings of an nccupa- 

^ Kuijiloycrs, wJiohC main ImsiucB'* m in a livallhy oomtition, arc* ^pn^^ally loo busy 
to bo willing to manojry Ruvh Hliops imlr6K thorr is rionio ruason for iloinij po: 

anil cMjnsniucnlly in oM vountrii's tliosr* \vli<» havi* juloineil thr '1’nn‘k sywloni, liu\r 
moro oftrn llinn not iloiio bo with thv objort of jrfttinjr back by uiuh'i'liaml \vn\n }jnrt 
of tile wniica wliiili lliry linvi* nomiimlly j»aul. 'rhuy Imve vom|H'llf*U those who vorlv 
at home to hire innvliiiiiTV nii<l iinplementa at exorbitant ren!.'< ; they liave (‘oinpiOltdl 
nil their workpeople to buy adulteruleil izooils at aliorl iiiifl luiih prires; and 

in some raw‘s own to «p«*ud a very Itircc part of tiieir wa^rew on triKids oji w'hleh it uati 
easiest to niakfl llu' lii^best rale ox | lofits, luul osjjoi-iully on spiritnous litpior'*. Mr. 
Lveky, for insinnc-e, r«‘funfs an aiiiiisini; vaw' of cinjtloyiTS who eouM not rf’sist tli(‘ 
tcinptatiou to buy tbeiitrf* tirkrts rlu'jip, und rouipel their worlqinoplr* to buy thf'iii 
at full price {Uibtory of the EiyhVnttk f\'ntur}u vi. p. i.")H). 'riie ovil is ho>\ov<T at Us 
worst when the shop is kept not by !h<* employer, but Ity the foreman or l>y poreona 
actinc in concert with him; and when he, wUhoiit openly sayinj: so, jrivos it lo ho 
imiierstood that those, who do not deal largely at the sliop, will find it tliJlicuIl lo j'ol 
his jrocwl word. For an employer suffers more or lesa from onythin^ that injures hi.s 
w'orkpeople, wliile the oxartiotis of an xinjuBt foreman arc but litllc hold in check by 
record for bis own ultimate interest. 

On the w'holo evils of this kind are now relrilivcly small. And it mu.st 1)0 remrin- 
bered that in a new country larpc himinrsbos often sprinp up in remote plncoB, in wliifli 
there is no access to oven modemtely >:ood retail stores or shops ; and llieii it may fie 
neec8sar>' that the employers should supply their workpooido with nearly evervliiini 
they want, either by paying part of their wages in the form of nllowiiiieoa of footl, 
vlothini', etc., or by oixening stores for them. 
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tion as the average between those of the successful and unsuccessful vi, m. 8. 
members of it; but care is required to get the true average. For if 
the average earnings of those who are successful are £2000 a year, 
and of those who are unsuccessful are £400 a year, the average of approxi- 
the whole will be £1200 a year if the former group is as large as the ; 
latter ; but if, as is perhaps the case with barristers, the unsuccessful 
are ten times as numerous as the succes-sful, the true average is but 
£550. And further, many of those who have failed most completely, 
are likely to have left the occupation altogether, and thus to escape 
being counted. 

And again, though, by taking this average, we obviate the but 
nece.ssity of making any separate allow’ance for insurance against Inowa^e 
risk, account generally remains to be taken of the evil of uncertainty. 

For there are many people of a sober steady-going temper, who like the eviu of 
to know what is before them, and who would far rather have an 
appointment which offered a certain income of say £400 a year than anxiety, 
one which was not unlikely to yield £600, but had an equal chance 
of affording only £200. Uncertainty, therefore, which does not 
appeal to great ambitions and lofty a.spirations, has special attrac- 
tions for very few ; while it acts as a deterrent to many of those who 
arc making their choice of a career. And as a rule the certainty of 
moderate micccus attracts more than an expectation of an uncertain 
success that has an equal actuarial value. 

But on the other hand, if an occupation offers a few extremely Thnugii 
liigh prizes, its attractiveness is increased out of all proportion to 
their aggregate value. For this there arc two reasons. The first is 
that young men of an adventurous disposition are more attracted propor- 
by the prospects of a great success than they are deterred by the 
fear of failure ; and the second is that the social rank of an occupa- attractive 
tion depends more on the highest dignity and the best position 
which can be attained through it than on the average good fortune 
of those engaged in it. It is an old maxim of statecraft that a 
Government should offer a few good prizes in every department of 
its service ; and in aristocratic countries the chief officials receive 
very high salaries, while those of the low’cr grades are comforted in 
the receipt of salaries below the market level for similar services by 
their hopes of ultimately rising to a coveted post, and by the social 
consideration which in such countries always attends on public 
officers. This ari'angcment has the incidental effect of favouring 
those who are already rich and povrerful ; and partly for that reason 
it is not adopted in democratic countries. They often go to the 
opposite extreme, and pay more than the market rates for their 



EARNINGS OF LABOUR 


VI, m, 7. 


Similarly 
with re- 
gard to 
irregu- 
larity of 
employ- 
ment. 


Supple- 

mentary 

earnings. 


462 

services to the lower ranks, and loss to the upper ranks. But that 
plan, whatever be its merits on other grounds, is certainly an 
expensive one. 

We may next consider the influence which inconstancy of oni- 
plo}Tnent exerts on wages. It is obvious that in those occupations 
in which employment is irregular, the pay must be high in propor- 
tion to the work done : the medical man and the shoeblack must 
each receive when at work a pay which covers a sort of retaining fee 
for the time when he has nothing to do. If the advantages of their 
occupations are in other respects e([aal, and their work equally 
difficult, the bricklayer when at work must be paid a higher rate 
than the joiner, and the joiner than the railway guard. For work 
on the railways is nearly constant all the year round; while the 
joiner and the bricklayer arc always in danger of being made idle 
hv slacknc.ss of trade, and the bricklayer’s wmk is further interrupteil 
by frost and rain. The ordinary inelbod of allowing for such inter- 
ruptions is to add up the earnings for a long period of time and to 
take the average of them; but this is not quite satisfactory unless 
we assume that the rest and leisure, which a man gets when out of 
eraploj-ment, are of no .service to him directly or indirectly.^ 

This assumption may bo fairly made in some case.s : for waiting 
for work often involves so niueh anxiety and worry that it causes 
more strain than the work itself would do.* But that is not always 
so. Interruptions of w’ork that occur in the regular course of 
business, and therefore raise no fears about the future, give oppor- 
tunity for the system to recruit itself and lay in stores of energy for 
future exertions. The successful barrister, for instance, is sulqect 
to a severe strain during some parts of the year ; and that is itself 
an evil. But when allowance has been made for it, he may lie 
regarded as losing very little by being prevented from earning any 
fees during the legal vacations.® 

§7. Ne.xt we must take account of the opportunities which a 
man’s surroundings may alToid of supplementing the earnings which 
he gets in his chief occupation, by doing work of other kinds. Ami 
account may need to be taken also of the opj)ortunitie.s which these 
surroundings offer for the work of other members of his family. 

‘ Tlioso C'onsiclorations aro spof-ially importuiit wntli rojrawl to pio(T*-\vopU ; the 
pates of eiirniiigs in some cases much rodnecil by short sujijilii'S of material to 
work on, or hy other iiit(Tru|)tion.s avoidable or unavoidable. 

* Tho evils of iriociilnrity of cmployineni arc tronehantly stated in a lcctiii*c on 
that subject given by Prof. FoxhvII in 1880. 

* Workers in the lughcp praden arc peiiorally allowed holidays with pay ; but thoM* 
in tho lower pra<lcs pcncrally forfeit their pay when tlicy take holulays, riie causes 
of this distinction are obvious ; but it naturally rai.ses a feolinp of pnevanec of a kind, iti 
wluch the inquiries by the Isabour Commission gave vent, yeofl.j/. (Iroup 15. 24, iai-0. 
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Many economists have even proposed to take as their unit the vi. ni, a. 
earnings of a family : and there is much to be said for this plan pamlljr 
with reference to agriculture and those old-fashioned domestic eamings. 
trades in which the whole family works together, provided that 
allowance is made for the loss resulting from any consequent neglect 
by the wife of her household duties. But in modern England trades 
of this kind are excejitional ; the occupation of the head of a family 
seldom exerts much direct influence on those of its other members, 
except those of his sons whom he introduces into his own trade; 
though of course when the place in which he works is fixed, the 
employments, to which his family can get easy access, are limited 
by the resources of the neighbourhood. 

§ 8. Thus then the attractiveness of a trade depends on many The 
other causes besides the difficulty and strain of the work to be done 
in it on the one hand, and the money-eamings to be got in it on the 
other. And when the earnings in any occupation are regarded as noron its 
acting on the supply of labour in it, or when they arc spoken of as 
being its supply price, we must always understand that the term hut its not 
earnings is only used as a short expression for its “ net advantages.” ^ 

We must take account of the facta that one trade is healthier or 
cleanlier than another, that it is carried on in a more wholesome or 
pleasant locality, or that it involves a better social position ; as is 
instanced by Adam Smith’s well-known remark that the aversion 
which many people have for the work of a butcher, and to some 
c.xtent for the butcher himself, raises earnings in the butchers’ 
trade above those in other trades of equal difficulty. 

Of course individual character will always assert itself in estimat- subject to 
ing particular advantages at a high or a low rate. Some persons, 
for instance, are so fond of having a cottage to themselves that they indivi- 
prefer living on low wages in the country to getting much higher 
wages in the town ; while others are indifferent as to the amount of 
houseroom they get, and are willing to go without the comforts of 
life provided they can procure what they regard as its luxuries. 

This was the case, for example, with a family of whom the Koyal 
Commission on the Housing of the Working Chisses in 1884 were told : 
their joint earnings were £7 a week, but they chose to live in one room, 
so as to be able to spend money freely on exem’sions and amusements. 

Personal peculiarities, such as these, prevent us from predicting 
with certainty the conduct of particular individuals. But if each • 
advantage and disadvantage is reckoned at the average of the money 
values it has for the class of people who would be likely to enter an 

• S™ ll. IT. 2. 
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occupation, or to bring up their children to it, we shall have the 
naeans of estimating roughly the relative strengths of the forces that 
tend to increase or diminish the supply of labour in that occupation 
at ike lime and place which we are considering. For it cannot be 
too often repeated that grave errors are likely to result from taking 
over an estimate of this kind based on the circumstances of one 
time and place, and applpng it without proper precaution to those 
of another time or another place. 

In this connection it is interesting to observe the influence of 
differences of national temperament in our own time. Thus in 
America we see Swedes and Norwegians drift to agricultui'c in the 
North-west, while the Irish, if they go on the land at all, choose 
farms in the older Eastern States. The preponderance of (jerman.s 
in the furniture and the brewing industries ; of Italians in railway 
building ; of Slavs in meat packing and in .some groups of mines, 
and of Irish and French Canadians in some of the te.vtile industries 
of the United States; and the luefcrence of the Jewish immigrants 
in London for the clothing industries and for retail trade — all these 
are due partly to differences in national aptitiules, but partly also 
to differences in the estimates that people of different races form of 
the incidental advantages and disadvantages of different trades. 

Lastly, the disagreeablencss of work seems to have very little 
effect in raising wages, if it is of such a kind that it can be done by 
those whose industrial abilities are of a very low order. For the 
progress of science has kept alive many people who are unfit for any 
but the lowest grade of work. They compete eagerly for the com- 
paratively small quantity of work for which they are fitted, and in 
their urgent need they think almost exclusively of the wages they 
can earn : they cannot afford to pay much attention to incidental 
discomforts, and indeed the influence of their surroundings has 
prepared many of them to regard the dirtiness of an occupation as 
an evil of ))ut minor iraport.ance. 

Hence arises the paradoxical result that the dirtiness of some 
occupations is a cause of the lownf's.s of the wages ('arned in them. 
For employers find that this dirtiness adds much to the wages they 
would have to pay to get the work done by skilled men of high 
character working with improved appliances; and so they often 
adhere to old methods which require only unskilled workers of but 
indifferent character, and who can be hired for low (Time-) wages, 
because they are not worth much to any employer. There is no 
more urgent social need than that labour of this kind should be made 
scarce and therefore dear. 



CHAPTER IV 

EARNINGS OF LABOUR, GONTINUED 

§ 1. The action of demand and supply with regard to lal)Our Vl, iv, i. 
was discussed in the last chapter with reference to the difficulties of .Many^o- 
ascertaining the real as opposed to the nominal price of labour. But 
some pecidiarities in this action remain to be studied, which arc of a action of 
more vital character. For they affect not merely the form, but also lln^.^ppiy 
the substance of the action of the forces of demand and supply; m^ro- 
and to some extent they limit and hamper the free action of those labour 
forces. We shall find that the influence of many of them is not at "p ™.""' 
all to be measured by their first and most obvious elTects : and that 
those effects which are cumulative are generally far more important 
in the long run than those which are not, however prominent the 
latter may appear. 

The problem has thus much in common with that of tracing the tlms 
economic influence of custom. For it has already been noticed, and 
it will become more clear as we go on, that the direct effects of influence 
custom in causing a thing to lie sold for a price sometimes a little ’ 
higher and sometimes a little lower than it would otherwise 
fetch, arc not really of very great importance, because any such 
divergence does not, as a rule, tend to perpetuate and increase 
itself; but on the contrary, if it becomes considerable, it tends 
itself to call into action forces that counteract it. Sometimes 
these forces break down the custom altogether; but more often they 
evade it by gradual and imperceptible changes in the character 
of the thing sold, so that the purcha.ser really gets a new thing 
at the old price under the old name. Tlic.se direct effects then 
are obvious, but they are not cumulative. On the other hand, the 
indirect effects of custom in hindering the methods of production 
and the character of producers from developing themselves freely 
are not obvious; but they generally are cumulative, and therefore 
exert a deep and controlling influence over the history of the world. 

If custom checks the progress of one generation, then the next 
generation starts from a lower level than it otherwise would have 
done; and any retardation which it suffers itself is accumulated 
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and added to that of its predecessor, and so on from generation to 
generation.^ 

And so it is with regard to the action of demand and supply on 
the earnings of labour. If at any tiinc it presses haidly on .miy 
indiv'iduals or class, the direct effects of the evils are obvious. But 
the sufferings that result are of different kinds ; tliose, the effects 
of which end with the evil by which they were caused, are not 
generally to be compared in importance with those that have tlie 
indirect effect of lowering the character of the workeis or (jf Ijindei-ing 
it from becoming stronger. For these last cause further weakness 
and further suffering, which again in their turn cause yel fiirtlier 
weakness and further suffering, and so on ciimiilativc'ly. On the 
other hand, liigh earnings, and a .strong character, lead to greater 
strength and higher earnings, which again lead to still greater 
strength and still higher earnings, and so on cumulatively. 

§ 2. The first point to which we have to direct our attention i.s 
the fact that human agents of production are not bought and sold 
as machinery and other material agents of production are. Tlie 
worker sells his work, but he himself remains his own ]iro))i'rty : 
those who bear the e.xpenses of rearing and educating liini receive 
but verj' little of the juice that is ])aid for his services in later 
years. ^ 

AVhatever deficiencies the modern methods of business may 
have, they have at least this virtue, that he who bears the exp(>nscs 
of production of material goods, receives the ])rice that is jiaid for 
them. He who builds factories or steam-engines or lious(‘s, or I'l-ars 
slaves, reaps the benefit of all net services which they render so long 
as he keeps them for himself; and when he sells them he gets a 
price which is the estimated net value of their future services; and 
therefore he extends his outlay until there seems to him no giaal 
reason for thinking that the gains resulting from any further invest- 
ment would compensate liim. He must do this ])rud('ntly and 
boldly, under the penalty of finding liimsclf worsted in competition 
with others who follow a broader and more far-sighted jxdicy, and 

* It ou^'ht, howover, to be rciimrked that mjiiii* of tlie brndiniil elU'ets of cijitom 
are cuimilative. For amonp the many dilforviii tlimi'S that are included uinlu llu* 
wide term “ custom ” are crystallized forms of hijjli etliical principles, ruli h of honour- 
ablo and courteous behaviour, and of tho avoidance of troublesome strife aiioui paltry 
gains; and much of tlie good iRfluenco whieh tlieso exert on race cliaravtcr is ciiiaii- 
lativo. Cnm})are I. ii. 1, 2. 

* Tins is eousistent with the well-known fact tliat slave laliour is not economii al, 
as Adam Smith rcmnrkeil long apo that *' The fund destined for rt'pliiciiip or ropairiny. 
if I may say so, tho wonr-nnd-tear of tho slave is coimnonly manfl{rt*<l by a iiepliptMit 
inastor or careless ovorsoer. TImt di'Stmei} for per/ornunp the surne oiliet* for the 
froo man is managed by the free man himself . . . with strict fnipulity and piii'siinonious 
attention.’* 
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of ultimately disappefiring from the ranks of those who direct the vi. iv, 2. 
course of the world’s business. The action of competition, and the 
survival in the struggle for existence of those who know best how to 
extract the grcate.st benefits for thciii.selves from the environment, 
tend in the long run to put the building of factories and steam- 
engines into the hands of those who will be ready and able to incur 
every expense which will add more than it costs to their value as 
productive agents. Rut the investment of capital in the roaring 
and (‘arly training of the workers of England is limited by the 
re.sources of parents in the various grades of society, by their power 
of forecasting the future, and by their willingness to sacrifice them- 
selves for the sake of their children. 

This evil is indeed of comparatively small importance with This evil 
regard to the higher industrial grades. For in those grades mo.st {“uratlveiy 
people distinctly realize the future, and ‘‘ discount it at a low rate 
of interest.” They exert themselves much to select the best careers mnkR of 
for tlieir sons, and the liest trainings for tho.se careers; and they are 
generally willing and able to incur a considerable expense for the 
])urposc. The professional cla.s.ses especially, while generally eager 
to save some capital for their children, arc even more on the alert 
for o])])ortunities of investing it in them. And whenever there 
occurs in the upper grades of industry a new opening for which an 
extra and special education is required, the future gains need not 
be very high relatively to the present outlay, in order to secure a 
keen competition for the post. 

But in the low er ranks of society the evil is great. For the slender but v(!r.v 
means and education of the parents, and the comparative weakness 
of their power of distinctly realizing the future, prevent them from 
investing capital in the education and training of their children with 
the same free and bold enterprise with which capital is ajrplied to 
improving the machinery of any well-managed factory. Many of 
the children of the working-classes are imperfectly fed and clothed; 
they arc housed in a way that jrromotes neither j)hysical nor moral 
health; they receive a school education wdiieh, though in modern 
England it may not be very bad so far as it goes, yet goes only a 
little way ; they have few opportunities of getting a broader view 
of life or an insight into the nature of the higher work of business, 
of science or of art ; they meet hard and exhausting toil early on the 
way, and for the greater part keep to it all their lives. At least they 
go to the grave carrying with them undeveloped abilities and facul- 
ties; which, if they could have borne full fniit, would have added 
to the material wealth of the country — to say nothing of higher 
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expense of providing adequate opportunities for their development, 
and the But the point on which we have spetially to insist now is that 
this evil is cumulative. The worse fed are the children of one 
lative. generation, the less will they earn when they grow up, and the less 
will be their power of providing adequately for the material wants 
of their children ; and so on to following generations. And again, 
the less fully their own faculties are developed, the less will they 
realize the importance of developing the best faculties of t]i(>ir 
children, and the less will be their power of doing so. And con- 
versely any change that awards to the workers of one generation 
better earnings, together with better opportunities of devehqiing 
their best qualities, will increase the material and moral ad\-antaiies 
which they have the power to offer to their children : while by 
increasing their own intelligence, wisdom and forethought, .such a 
change will also to some extent increase their willingness to .sacrifice 
their own pleasures for the wellbeing of their children : though thei'c 
is much of that willingness now even among the poorest classes, so 
far as their means and the limits of their knowledge will allow. 
Theaonoi §3. The advantages which those born in one of the higher 
grades of society have over tliose born in a lower, consist in a great 
better measure of the better introductions and the better start in life w Inch 
than the ° they receive from their parents; and the importance of this good 
uneidlkd' nowhcie sccn more clearly than in a comparison of the 

labourer! fortunes of the sons of artisans and of unskilled laiiourers. There 
are not many skilled trades to which the son of an unskilled labourer 
can get easy access; and in the large majority of cases the son 
follows the father’s calling. In the old-fashioned domestic industrie.s 
this was almost a universal rule ; and, even under modern comlitions, 
the father has often great facilities for introducing his .son to his 
own trade. Employers and their foremen generally give to a lad 
whose father they already know and trust, a preference over one for 
whom they would have to incur the entire ro.sponsibility. And in 
many trades a lad, even after he has got entrance to the work.s, is 
not very likely to make good progres-s and obtain a .secure footing, 
unless he is able to work by the side of his father, or some friend of 
his father’s, who will take the trouble to teach him and to let him do 
work that requires careful supervision, but has an educational value, 
he ie And the son of the artisan has further advantages. He generally 

mTmoVo*’ better and cleaner house, and under material surroundings 

homfLiiU consistent with refinement than those with which 

With more the ordinary labourer is familiar. His parents are likely to be 
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better educated, and to have a higher notion of their duties to their 
children ; and, last but not least, his mother is likely to be able to 
give more of her time to the care of her family. 

If wc compare one country of the civilized world with another, 
or one part of England with another, or one trade in England with 
another, we find that the degradation of the working-classes varies 
almost uniformly with the amount of rough work done by women. 
The most valuable of all capital is that invested in human beings; 
and of that capital the most precious part is the result of the care 
and influence of the mother, so long as she retains her tender and 
unselfish instincts, and has not been hardened by the strain and 
stress of unfeminine work. 

This draws our attention to another aspect of the principle 
already noticed, that in estimating the cost of production of efficient 
labour, we must often take as our unit the family. At all events 
we cannot treat the cost of production of efficient men as an isolated 
problem ; it must be taken as part of the broader problem of the 
cost of production of eflBcient men together with the women who 
are fitted to make their homes happy, and to bring up their children 
vigorous in body and mind, truthM and cleanly, gentle and brave.^ 

‘ Sir William I’cliy <liflou8accl '• Th<? Value of the People ” with much ingenuity; 
Diul the relndon in uhicli tho coat of rearing on adult male stands to the cost of rearing 
a family unit was o:camiiie(l in a thoroughly scientific manner by Cantillon, Essax, 
J’urt I. ('Imp. XI., uml again by Adiim Smith, Wealth of KattonSf Book i. elu viii. : 
and in mon' recent times hy Ur. Kiigcl, In IiIh brilliant Esstiy jDcr /Vcm der Arbeit, 
niul by Dr, Purr and others. Many chtiinalca have* bmi inndo of the addition to the 
uonltli uf a country caiis<'d hy the arrival of an imuugraut whose cost of rearing in Ids 
early > ctira was defrayed clsew liere, and w lio islikely lo produce more than he consumes 
in the country of his adoption. I'lic cstiinutes liiivo hern made on many plans, all 
of them rongli, atul Rona' apparently futdty in principle : but most of them find the 
average value uf an iinmigrnnt to l>c about £2 (h 1. It would seem that, if wo might 
neglect tJi'ovisionttlly tho dilTcicnce between the sexes, wo should calculate tho value 
of tlie immigrant un the hues of the argument of V. iv. 2. That is, wo sliould " dis- 
count ” the jfroliablo value of all the future services that ho w'ould render; add them 
togetlirr, and deduct from them the sum of tho " discounted values of all tho wealth 
niid direct serviccH of other persons Unit be would consume; and it may bo noted 
that in thus (uleulating eaeli element of pruduetion and consumption at its probable 
value, we have ineideiitally uHowikI for the ebanees of his premature death and sick- 
ness, us well as of his failun* or success in life. Or again w*e miglit estimate his value 
at tiio nioiK'y cost of jirodiu'tion whit*li his native country liad imuirrcd for him; 
which would in lilu' manner bi^ found liy adding together the accumulated ” values 
of all the several eh’inents of his ])nst eonsiiroption and deducting from them the sum 
of the “ aceiiiimlaled values of all the several elenu'iits of his past production. 

bo far wc have taken iiu account of tho dillereiiee between the sexes. But it is 
clear that tho above plans put tho value of tho mole immigrants too high and that of 
the feinulu too low ; unless allowance is made for the si'i'Mco which women render as 
mothers, os wives and us sisters, and the male immigrants are charged with having 
consumed these services, while the fcmolc immigrants arc credited with having supplied 
them. (See Mathematical Note XXIV.) 

Many writers assume, implicitly at lenst, tlint the net production of an average 
individual and the coneum[)tiun during tho whole of his lifo are equal ; or, in other 
words, that ho would neither add to nor take from the material wellbeing of a country, 
in which ho stayed all his lifo. On this assumption tho above two plans of estimating 
bis value w'oukl be convertible; and then of course w’c should make our calculations 
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§ 4. As the youth grows up, the influence of his parents and his 
schoolmaster declines ; and thenceforward to the end of his life his 
character is moulded chiefly by the nature of his work and the 
influence of those with whom he associates for business, for pleasure 
and for religious w'orship. 

A good deal has already been said of the technical training of 
adults, of the decadence of the old apprenticeship system, and of tlie 
difficulty of finding anything to take its place. Here again we meet 
the difficulty that whoever may incur the expense of investing capital 
in developing the abilities of the workman, those abilities will be the 
property of the workman himself : and thus the virtue of those who 
have aided him must remain for the greater part its own reward. 

It is true that high-paid labour is really cheap to those employers 
w’ho are aiming at leading the race, and whose ambition it is to turn 
out the best work by the most advanced methods. They are likely 
to give their men high wages and to train them carefully; partly 
because it pays them to do so, and partly because the character 
that fits them to take the lead in the arts of production is likely aKo 
to make them take a generous interest in the wellbeing of those who 
work for them. But though the number of such employers is 
increasing, they are still comparatively few. And even they cannot 
always afford to carry the invastment of capital in the training of 
their men as far as they would have done, if the results of the i?iv(’.st- 
ment accrued to them in the same way as the results of any improve- 
ments they might make in their machinery. Even they arc some- 
times checked by the reflection that they arc in a similar position 
to that of a farmer who, with an uncertain tenure and no security 
of compensation for his improvements, is sinking capital in I'aising 
the value of his landlord’s property. 

Again, in paying his workpeople high wages and in caring for 
their happiness and culture, the liberal employer confers benefits 
which do not end with his own generation. For the children of lii.s 
workpeople share in them, and grow up stronger in body and in 
character than otherwise they would have done. The price wliieh 
he has paid for labour will have borne the expenses of production 
of an increased supply of high industrial faculties in the next genera- 


by iJio 1ft t tor niiil oaHior motltotl, "W o imiy, for iiiRtftiior, piiofts that tlio lol«] amonufr 
spent on brui^in*; up im ehiUl of'llic 1o\v(t lialf of tlio liibo«rin|» « say 

l\vo-fiflIi8 of tlio iKipnlrttion, is £I(Ui; fortlic next fifth wc may i»ut the yum at 
for the next liftli at £301); for the next tontli at £500, and the remuinin/r ti’utli af 
£1200 ; or an ftvcrafie of £3(K). I3\itof course some of the population nro very youmf 
nnd have Inid hut little siH'iifc on thorn; olhciR Imvo not marly to their life's end ; 
and thei'cloic, on tlicsc assumptions, the Average >aluo of as individuul wpf'fhaps £200, 
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tion : but these faculties will be the property of others, who will vi,iT.6,e. 
have the right to hire them out for the best price they will fetch : 
neither he nor even his heirs can reckon on reaping much material 
reward for this part of the good tlmt he has done. 

§ 5. The next of those characteristics of the action of demand second 
and .supply peculiar to labour, which wo hav'c to study, lies in the 
fact that when a person sells his services, he has to present himself 
■where they are delivered. It matters nothing to the seller of bricks 
whether they arc to be used in building a palace or a sewer : but it 
matters a great deal to the seller of labour, who undertakes to per- The seller 
form a task of given rtilliculty, whether or not the place in which it 
is to be done is a wholesome and a pleasant one, and whether or deliver it 
not his associates will be such as he cares to have. In those yearly ' ^ 
hirings which still remain in some parts of England, the labourer 
inquires ■what sort of a temper his new employer has, quite as 
carefully as what rate of wages he pays. 

This peculiarity of labour is of great importance in many indi- The effects 
vidual cases, but it does not often exert a broad and deep influence not 
of the same nature as that last discussed. The more disagreeable genomiiy 
the incidents of an occupation, the higher of course arc the wages iat”e, end 
required to attract people into it : but whether these incidents do 
lasting and widespreadiug harm depends on whether they are such is seldom 
as to undermine men’s ph)'sical health and .strength or to lower their 
character. 'When they are not of this sort, they are indeed evils in 
themselves, but they do not generally cause other evils beyond them- 
selves ; their elTcct.s are seldom cumulative. 

Since however no one can deliver his labour in a market in which 
he is not himself ]n’csent, it follows that the mobility of labour and 
the mobility of the labourer are convertible terms : and the un- 
willingness to quit home, and to leave old associations, including 
perhaps some loved cottage and burial-ground, will often turn the 
scale against a proposal to seek better wages in a new place. And 
when the dilTcrent memliers of a family are engaged in different 
trades, and a migralion, which would be advantageous to one 
member would bo injurious to others, the inseparability of the 
worker from his work considerably hindci’s the adjustment of the 
supply of labour to the demand for it. But of this more hereafter. 

§ 6. Again, labour is often sold under special disadvantages, 'Duni and 
arising from the closely connected gi'oup of facts that labour power cuimnuoa. 
is “ perishable,” that the sellers of it arc commonly poor and have Labour is 
no resi'rve fund, and that they cannot easily withhold it from the ^ 
market. 
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Prrisliable is an attribute common to the labour of all grades : 

the time lost when a worker is thrown out of employment cannot 

be recovered, though in some cases his energies may he refreshed 

b V rest.^ It must however be remembered that much of the working 
- . . " 
power of material agents of production is perishable in the same 

sense ; for a great part of the income, which they also are prevented 
from earning by being thrown out of work, is completely lost. 
There is indeed some saving of wear-and-tear on a factory, or a 
steam-ship, when it is lying idle : but this is often small compared 
with the income which its owners have to forego : they get no compen- 
sation for their loss of interest on the capital investeri, nr for tlie 
depreciation which it undergoes from the action of the elements or 
from its tendency to be rendered obsolete by new inventions. 

Again, many vendible commodities are perishable. In the strike 
of dock labourers in London in 1889, the pcrishablcncss of the 
fruit, meat, etc. on many of the ships told strongly on the side of 
the strikers. 

The want of reserve funds and of the power of long withholding 
their labour from the market is common to nearly all grades of 
those whose work is chiefly with their hands. But it is especially 
true of unskilled lalwurers, partly because their wagiss very 
little margin for saving, partly because when any group of them 
suspends work, there are large numbers who arc capable of filling 
their places. And, as we shall see pro.soiitly when wc come to discuss 
trade combinations, it is more difficult for them than for skilled 
artisans to form theimselvcs into strong and lasting combinations; 
and so to put themselves on something like terms of equality in 
bargaining with their employers. For it must be remembered that 
a man who employ, s a thousand others, is in himself an a1),solutcly 
rigid comljination to the extent of one thou,sand units among buyers 
in the labour market. 

But these statements do not apply to all kinds of labour. Do- 
me.stic .servants though they have not largo reserve funds, and 
seldom any formal trades-union, are sometime, s better aide than 
their employers to act in concert. The total real wages of domestic 
servants of fashionable London are very high in comparison with 
other skilled trades in which equal skill and ability are required. 
But on the other hand those domestic servants who have no .special- 
ized skill, and who hire themselves to persons wdth very narrow 
means, have not been able to make even tolerably good terms for 
themselves : they work very hard for very low wages. 

* Sco above, VI. lu. 
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Turning next to the highest grades of industry, we find that as vi, iv, s. 
a rule they have the advantage in bargaining over the purchaser of norlTpro 
their labour. Many of the professional classes are richer, have fcesionai 
larger reserve funds, more knowledge and resolution, and much 
greater power of conrertcd action with regard to the tcrais on which 
they sell their services, than the greater number of their clients and 
customers. 

If further evidence were wanted that the disadvantages of Those 
bargaining under which the vendor of labour commonly suffers, ^^modi- 
depend on his own circumstances and qualities, and not on the fact tips "'iio 
that the particular thing which he has to sell is labour ; such evi- 
dence could be found by comparing the successful barrister or ““““ous 
solicitor or physician, or opera singer or jockey with the poorer to the 
independent producers of vendible goods. Those, for instance, who n"e 
in remote places collect shell-fish to be sold in the large central 
markets, have little reserve funds and little knowledge of the world, in Ijiirgaiii- 
and of what other producers are doing in other parts of the country : game wajT 
while those to whom they sell, are a small and compact body of “ 
wholesale dealers with wide knowledge and large reserve funds ; labour, 
and in consequence the sellers are at a great disadvantage in bar- 
gaining. And much the same is true of the women and children 
who sell hand-made lace, and of the garret masters of East London 
who sell furniture to large and powerfid dealers. 

It is however certain that manual labourers as a class are at a The dis- 
disadvantago in bargaining ; and that the disadvantage wherever 
it exists is likely to be cumulative in its effects. For though, so long lative m 
as there is any competition among employers at all, they are likely 
to bid for labour something not very much less than its real value 
to them, that is, something not very much less than the highest 
price they would pay rather than go on w’ithout it; yet anything 
that lowers wages tends to lower the efficiency of the labourer’s 
work, and therefore to lower the price which the employer would 
rather pay than go without that work. The effects of the labourer’s 
disadvantage in bargaining are therefore cumulative in two ways. 

It lowers his wages ; and as we have seen, this lowers his efficiency 
as a worker, and thereby lowers the normal value of his labour. And 
in addition it diminishes his efficiency as a bargainer, and thus 
increases the chance that he will sell his labour for less than its 
normal value. ^ 

* On tlie subject of this Section compare Book V. ii. 3, and Appendix F on Barter. 

Frof. Brentnno was the first to call attention to several of tho points discussed in this 
chapter. 8ec also HoweU's Coujlieln oj CapUal and Labour* 
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§ 1. The next peculiarity in the action of demand and supply 
with regard to labour, which we have to consider, is closely con- 
nected with some of those we have already discussed. It consists 
in the length of time that is required to prepare and train labour 
for its work, and in the slowness of the returns which result from 
this training. 

This discounting of the future, this deliberate adjustment of 
supply of expensively trained labour to the demand for it, is most 
clearly seen in the choice made by parents of occupations for their 
children, and in their efforts to raise their children into a higher 
grade than their own. 

It was these chiefly that Adam Smith had in view when he 
said " When any expensive machine is erected, the c-xtraonlinary 
n ork to be performed by it before it is worn out, it must be expected, 
will replace the capital laid out upon it, with at least the ordinary 
profits. A man educated at the expense of much labour and time 
to any of those employments which require extraordinary dexterity 
and skill, may be compared to one of those expensive machines. 
The work which he learns to perform, it must be expected, over ami 
above the usual wages of common labour, will replace to him the 
whole expense of his education, with at least the ordinary profits of 
an equally valuable capital. It must do this too in a reasonable 
time, regard being had to the very uncertain duration of human 
life, in the same manner as to the more certain duration of the 
machine.” 

But this statement is to be received onlv as a broad indication 


m acrount gc’i®''al tendencies. For independently of the fact that in rearing 
oUbo and educating their children, parents are governed by motives 
of the lives different from those which induce a capitalist undertaker to erect a 
mMhines- “^S'Chiuc, the period over which the earning power extends is 
generally greater in the case of a man than of a machine ; and there- 
fore the circumstances by which the earnings are determined are 
though less capable of being foreseen, and the adjustment of supply to 
thera are demand Is both slower and more imperfect. For though factories 
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and houses, the main shafts of a mine and the embankments of a vi. y, 2. 
railway, may have much longer lives than those of the men who 
made them ; yet these are exceptions to the general rule. exceptions. 

§ 2. Not much leas than a generation elapses between the choice Parents m 
by parents of a skilled trade for one of their children, and his reaping jia°ies"or 
the full results of their choice. And meanwhile the character of 
the trade may have been almost revolutionized by changes, of must look 
which some probably threw long shadows before them, but others 
were such as could not have been foreseen even by the shrewdest generation, 
persons and those best acquainted with the circumstances of the forecasts 
trade. 

lianle to 

The working classes in nearly all parts of England are constantly error, 
on the look-out for advantageous openings for the labour of them- 
selves and their children ; and they question friends and relations, 
who have settled in other districts, as to the wages that arc to be 
got in various trades, and as to their incidental advantages and dis- 
advantages. But it is very difficult to ascertain the causes that are 
likely to determine the distant future of the trades which they are 
selecting for their children ; and there arc not many who enter on 
this abstruse inquiry. The majority assume without a further 
thought that the condition of each trade in their own time suf- 
ficiently indicates what it will be in the future ; and, so far as the 
influence of this habit extends, the supply of labour in a trade in 
any one generation tends to conform to its earnings not in that but 
in the preceding generation. 

Again, some parents, oliserving that the earnings in one trade 
have been for some years rising relatively to others in the same 
grade, assume that the cour.se of change is likely to continue in the 
same direction. But it often happens that the previous rise was 
due to temjjorary causes, and that, even if there had been no excep- 
tional influx of labour into the trade, the rise would have been 
followed by a fall instead of a further rise : and, if there is such an 
exceptional influx, the consequence may be a supply of labour so 
excessive, that its earnings remain below their normal level for 
many years. 

Next we have to recall the fact that, although there arc some in tins 
trades which arc difficult of access except to the sons of those 
already in them, yet the majority draw recruits from the sons of 
those in other trades in the same grade : and therefore when we mnt imi n 
consider the dependence of the supply of labour on the resources tmdnj'hut 
of those who bear the expenses of its education and training, we » «•>'<>><' 
must often regard the wdiole grade, rather than any one trade, as our uilour" 
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VI, V, 3, 4. unit ; and say that, in so far as the supply of labour is limited by 
— the funds available for defraying its cost of production, the supply 
of labour in any grade is determined by the earnings of that grade 
in the last rather than in the present generation. 

It must, however, be remembered that the birth-rate in every 
grade of society is determined by many causes, among which de- 
liberate calculations of the future hold but a secondary place : 
though, even in a coimtry in which tradition counts for as little as 
it does in modern England, a great influence is e.vcrted by custom 
and public opinion which are themselves the outcome of the ex- 
perience of past generations. 

Allowance § 3. But we must not omit to notice those adjustments of the 


must 
however 
be made 
for the 
move* 
ments 
of adult 
labour. 


which are 


supply of labour to the demand for it, which are effected by move- 
ments of adults from one trade to another, one grade to another, and 
one place to another. The movements from one grade to another 
can seldom be on a very large scale; although it is true that excep- 
tional opportunities may .sometimes develop rapidly a great deal of 
latent ability among the lower grades. Thus, for instance, the 
sudden opening out of a new country, or such an event as the 
American war, will raise from the lower ranks of labour many men 
who bear themselves well in difficult and responsible posts 

But the movcinonts of adult labour from trade to trade and 


of gioyinK jq pi^ce can in some cases be so large and so rapid as to 

importance , ^ ‘ , . , . . , 

in corse leducc Within a very .short conipa.ss the period which is required to 
of'tiir enable tlie supply of labour to adjust itself to the demand. Tliat 
incrcnsiiic rrencral ability which is casilv transforalile from one trailo to another, 

demano / i , ii 

loriirneiiii IS cvcry year rising in importance relatively to that manual skill 
ability. technical knowledge which arc specialized to one brniicli of 

industry. And thus economic progress brings with it on the one 
hand a constantly increasing cliangefulness in the methods of 
industry, and therefore a constantly increasing diflicnity in pre- 
dicting the demand for labour of any kind a generation ahead; but 
on the other hand it brings also an increasing power of remedying 
such errors of adjustment as have been made.’ 


vvepnae-io § Let US uow revci’t to the principle that the income derived 
from the appliances for the production of a commodity exerts a 
cauBCbtimt controlling influence in the long run over their own supply and price, 
powCTfuiin therefore over the supply and the price of the commodity itself ; 
(ong and ))ut that witliin short periods there is not time for the exercise of 


' On tlfo subjtHt of tins Boction compare Bk. ]V. vi. 8; Mr. Clinrles Roolli’a Lift' 
anti Labour vi London ; hiuI Sir H. LI. Smith’s Modrrn Chuntfcb w t/ie Mobilift/ oj 
Labour. 
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any considerable influence of this kind. And let us inquire how vi, v, 6. 
this principle needs to be modified when it is applied not to the 
material agents of production, which are only a means towards an periods, 
end, and which may be the private property of the capitalist, but to 
human beings who are ends as well as means of production and who 
remain their own property. 

To begin with we must notice that, since labour is slowly pro- a “lone 
duced and slowly worn out, we must take the term “ long period ” ^."1“*” 
more strictly, and regard it as generally implying a greater duration, pard totiio 
when we are considering the relations of normal demand and supply ™boilr 
for labour, than when we are considering them for ordinary com- ™|iy 
modifies. There are many problems, the period of which is long vciy long, 
enough to enable the supply of ordinary commodities, and even of 
most of the material appliances required for making them, to be 
adjusted to the demand ; and long enough therefore to justify us in 
regarding the average prices of those commodities during the period 
as “ normal,” and as equal to their normal expenses of production 
in a fairly broad use of the term ; while yet the period would not be 
long enough to allow the supply of labour to be adjusted at all well 
to the demand for it. The average earnings of labour during this 
period therefore ^^ould not be at all certain to give about a normal 
return to those who provided the labour; but they would rather 
have to be legaided ns detei mined by the available stock of labour 
on the one hand, and the demand for it on the other. Let us 
consider this point more closely. 

§ 5. Market variations in the price of a commodity are governed nie indo- 
by the temporary relations between demand and the stock that is 
in the market or within ea.sy accc.ss of it. When the market price craftsman, 
so determined is above its normal level, those who are able to bring 
new supplies into the market in time to take advantage of the high 
price receive an abnormally high reward; and if they are small 
liandicraft.smen working on their own account, the whole of this 


rise in price goes to increase their earnings. 

In the modern industrial world, however, those wdio undertake riuctua- 
the risks of production and to whom the beneiits of any rise in 
price, and the evils of any fall, come in the first instance, are capitalist ‘''® 

undertakers of industry. Their net receipts in excess of the im- system ot 
mediate outlay involved for making the commodity, that is, 
prime (money) cost, are a return derived for the time being from the 
capital invested in their business in various forms, including their 
own faculties and abilities. But, when trade is good, the force of 
competition among the employers themselves, each desiring to 
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VI, V, 6. extend his business, and to get for himself as much as possible of 
this high return, makes them consent to pay higher wages to their 
employees in order to obtain their services; and even if they act 
in concert, and refuse for a time any concession, a eombination 
among their employees may force it from them under penalty of 
foregoing the harvest, which the favourable turn of the market is 
offering. The result generally is that before long a great part of 
the gains are being distributed among the employees; and that 
their earnings remain above the normal level so long as the prosperity 
lasts. 

iiiuBtra- Thus the high wages of miners during the inflation which cul- 
thTcoiu” minated in 1873, were governed for the time by the relation in 
trade. which the demand for their services stood to the ajnount of skilled 
mining labour available, the unskilled labour imported into the 
trade being counted as ccjuivalent to an amount of skilled labour of 
equal eflBciency. Had it been impossible to import any such labour 
at all, the earnings of miners would have been limited only by the 
elasticity of the demand for coal on the one hand, and the gradual 
coming to age of the rising generation of miners on the other. .Vs 
it was, men were drawn from other occupations which they were 
not eager to leave ; for they could have got high wages by stayim; 
where they were, since the prosperity of the coal and iron trades was 
but the highest crest of a swelling tide of credit. These new men 
were unaccustomed to underground work; its discomforts told 
heavily on them, while its dangers were increased by their want of 
technical knowledge, and their want of skill caused them to waste 
much of their strength. The limits therefore which their competi- 
tion impo.sed on the rise of the .special earnings of miners’ skill were 
not narrow. 

When the tide turned those of the new-comers who w'erc least 
adapted for the work left the mines; but even then the miners wdio 
remained were too many for the work to be done, and their wage 
fell ; till it reached that limit, at which those who were least adajrted 
for the work and life of a miner, could get more bv selling their 
labour in other trades. And that limit was a low one; for the 
swollen tide of credit, which culminated in 1873, had undermined 
solid business, impaired the true foundations of prosperity, and left 
nearly every industry in a more or less unhealthy and depressed 
condition. 


inesti- §6. We have already remarked that only part of the return 
return li^rived from an improvement which is being exhausted can be 
for the regarded as being its net earnings; for a sum equivalent to the 



FLUCTUATIONS IN EARNINGS OF LABOUR DEPEND ON DEMAND 479 

exhaustion of the capital value of the improvement must be de- vi, v. e. 
ducted from these returns, before they can be counted as net income lab^j^r’a 
of any kind. Similarly allowance must be made for the wear-and- 
tear of a machine, as well as for the cost of working it, before we must be 
can arrive at its net earnings. Now the miner is as liable to wear- 
and-tear as machinery is ; and a deduction must be made from his his wear- 
earnings also on account of wear-and-tear, when the special return 
of his skill is being estimated.^ 

But in his case there is a further difficulty. For while the owner but also 
of machinery does not suffer from its being kept long at work when “atiijuB. 
the expenses of working it, including wear-and-tear, have once been “j' 
allowed for ; the owner of skilled faculties does suffer when they are vcnionces 
kept long at work, and he suffers incidental inconveniences, such as 
loss of recreation and of freedom of movement, etc. If the miner 
has only four days’ work in one week and earns £1, and in the next 
week he has six days’ work and earns £l 10s. ; only part of this 
extra 10s. can be regarded as return for his skill, for the remainder 
must be reckoned as the recompen.se of his additional fatigue as 
well as wear-and-tear.® 

To conclude this part of our argument. The market price of condu. 
everything, i.e. its price for short periods, is determined mainly by 
the relations in which the demand for it stands to the available mentofthe 
stocks of it ; and in the case of any agent of production, whether it 
be a human or a material agent, this demand is “ derived ” from 
the demand for those things which it is used in making. In these cnoe of 
relatively short periods fluctuations in wages follow, and do not ^ons of 
precede, fluctuations in the selling prices of the goods produced. ®"“^® 

But the incomes which are being earned by all agents of pro- state of the 
duction, human as well as material, and those which appear likely 
to be earned by them in the future, exercise a ceaseless influence on 
those persons by whose action the future supplies of these agents are 
determined. There is a constant tendency towards a position of 
normal equilibrium, in which the supply of each of these agents shall 
stand in such a relation to the demand for its services, as to give to 
those who have provided the supply a sufficient reward for their 
efforts and sacrifices. If the economic conditions of the country 
remained stationary sufficiently long, this tendency would realize 
itself in such an adjustment of supply to demand, that both machines 

^ Thoro is somo ground for regarding this spoeial return as a quasi-rent. See 
VI. V. 7 end viii. 8. 

* Compare above, VI. ii. 2. If tiiey have any considerable stock of trade imple- 
ments, they are to that extent capitalists; and part of their income is quasi-rent on 
this capital. 
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VI, T, 7. and human beings would earn generally an amount that corre- 
sponded fairly with their cost of rearing and training, conventional 
necessaries as well as those things which are strictly necessary being 
reckoned for. But conventional necessaries might change under the 
influence of non-economic causes, even while economic conditions 
themselves were stationary: and this change would affect the 
supply of labour, and would lessen the national dividend and slightly 
alter its distribution. As it i.s, the economic conditions of the 
country are constantly changing, and the point of adju.stment of 
normal demand and supply in relation to labour is con.stantly being 
shifted. 
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§ 7. We may now discuss the question under what head to class 
those extra incomes which arc earned by extraordinary natural 
abilities. Since they are not the result of the investment of human 
effort in an agent of i)roduction for the purpose of increasing its 
efficiency, there is a strong pnmd facie cau.se for regarding them as a 
producer’s surplus, resulting from the possession of a differential 
advantage for production, freely given by nature. This analogy is 
valid and useful .so long as we are merely anal\'sing the component 
parts of the income earned by an individual. And there is soim* 
interest in the inquiry how much of the income of successful men is 
due to chance, to opportunity, to the conjuncture, how much to the 
good start that they have had in life ; how much is profits on the 
capital invested in their special training, how much is the reward of 
exceptionally hard work ; and how much remains as a producer’s 
surplus or rent resulting from the possession of rare natural gifts. 

But when we are considering the whole body of those engaged 
in any occupation, we are not at liberty to treat the exce]jtionally 
high earnings of successful men as rent, without making allowance 
for the low earnings of those who fail. For the supply of labour in 
any occupation is governed, other things being equal, by the earnings 
of whieh it holds out the pro.spert. The future of those who enter 
the nceujjation cannot lie predicted with certainty : some, who 
start with the least promise, turn out to have great latent ability, 
and, aided perhaps by good luck, they earn large fortunes ; while 
others, who made a brilliant promise at starting, come to nothing. 
For the chances of success and failure are to be taken together, much 
as are the chances of good and bad hauls by a fisherman or of good 
and bad harvests by a farmer; and a youth when selecting an 
occupation, or his parents when selecting one for him, are very far 
from leaving out of account the fortunes of successful men. The.se 
fortunes are therefore part of the price that is paid in the long run 
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for the supply of labour and ability that seeks the occupation ; 
they enter into the true or “ long period ” normal supply price of 
labour in it. 

It may be conceded, however, that, if a certain class of people 
were marked out from their birth as having special gifts for some 
particular occupation, and for no other, so that they would be sure 
to seek that occupation in any case, then the earnings which such 
men would get might be left out of account as exceptional, when we 
were considering the chances of success or failure for ordinary 
persons. But as a matter of fact that is not the case ; for a great 
part of a person’s success in any occupation depends on the develop- 
ment of talents and tastes, the strength of which cannot be clearly 
predicted until he has already committed himself to a choice of 
occupation. Such predictions are at least as fallible as those which 
a new settlor can make as to the future fertility and advantages of 
situation of the various plots of land that are offered for his selection.^ 
And partly for this reason the extra income derived from rare natural 
qualities bears a closer analogy to the surplus produce from the 
holding of a settler who has made an exceptionally lucky selection, 
than to the rent of land in an old country. But land and human 
beings differ in so many respects, that even that analogy, if pursued 
very far, is apt to mislead : and the greatest caution is required in 
the application of the term producer’s surplus to the earnings of 
extraordinary ability. 

Finally, it may be observed that the argument of V. vni. — xi., 
with regard to the .S])ccial earnings (whether of the nature of rents 
or quasi-rents) of appliances capable of being u.sed in several branches 
of production, is applicable to the special earnings of natural abilities, 
and of skill. AVhen land or machinery capable of being used for 
producing one commodity is used for another, the supply price of 
the first is raised, though not by an amount dependent on the 
incomes which those appliances for production would yield in the 
.second use. So when trained skill or natural abilities which could 
have been applied to produce one commodity, are apphed for 
another, the supply price of the first is raised through the narrowing 
of its sources of supply. 

^ Comp. V, X. 2. 
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CHAPTER VI 
INTEREST OF CAPITAL 


VI, n. 1 . § 1. The relations between demand and supply cannot be studied 

Chajitmai thcmselves in the case of capital any more than they could in 
and II. ' the case of labour. All the elements of the great central problem 
u”n^ of distribution and exchange mutually govern one another : and 
Ke the first two chapters of this Book, and more especially the parts 
aution of that relate directly to capital, may be taken as an introduction to 
Md snpiiiy two chapters. But before entering on the detailed 

m reintioii .analysis ^\ith which they will be mainly occupied, something may 
wo po now be said as to the position which the modern study of capital and 
to dotads. ijjt-gpejji; jjj relation to earlier work. 

The fnnda- The aid which economic science has given towards understanding 
dootniic? played by capital in our industrial system is solid and sub- 

of eot- stantial ; but it has made no startling discoveries. Everything of 
to rapittti importance which is now known to economists has long boon acted 
S"tut ''P'’" lousiness men, though they may not have been able to 
iite liie e.xpross their knowledge clearly, or even accurately, 
aftioiun Everyone is aware that no payment would bo offered for the use 
of capital unless some gain were expected from that use ; and further 
that these gains are of many kinds. Some borrow to meet a pressing 
need, real or imaginary, and pay others to sacrifice the present to 
the future in order that they tliemsclvos may sacrifice the future to 
the present. Some boriow to obtain macbincry, and other ‘‘ intei- 
inediate ” goods, with which they may make things to be sold at a 
profit; some to obtain hotels, theatres and other things which yield 
their services directly, but are yet a source of profit to those who 
control them. Some borrow houses for themselves to live in, or 
else the means wherewith to buy or build their own houses; and 
the absorption of the resources of the country in such things as 
houses increases, other things being equal, with every increase in 
those resources and every consequent fall in the rate of interest, just 
as does the absorption of those resources in machinery, docks, etc. 
The demand for durable stone houses in place of wood houses which 
give nearly equal accommodation for the time indicates that a 
country is growing in wealth, and that capital is to be had at a 
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lower rate of interest ; and it acts on the market for capital and on vi, vi, i. 
the rate of interest in the same way as would a demand for new 
factories or railways. 

Everyone knows that people wdll not lend gratis as a rule; be- 
cause, even if they have not themselves some good to which to turn 
the capital or its equivalent, they are sure to be able to find others 
to whom its use would be of benefit, and who would pay for the loan 
of it : and they stand out for the best market.^ 

Everyone knows that few, even, among the Anglo-Saxon and 
other steadfast and self-disciplined races, care to save a large part 
of their incomes ; and that many openings have been made for the 
use of capital in recent times by the progress of discovery and the 
opening up of new countries : and thus everyone understands 
generally the causes which have kept the supply of accumulated 
wealth so small relatively to the demand for its use, that that use is 
on the balance a source of gain, and can therefore require a payment 
when loaned. Everyone is aware that the accumulation of wealth 
is held in check, and the rate of interest so far sustained, by the 
preference which the great mass of humanity have for present over 
deferred gratifications, or, in other words, by their unwillingness to 
" wait.” And indeed the true work of economic analysis in this 
respect is, not to emphasize this familiar truth, but to point out how 
much more numerous arc the exceptions to this general preference 
than would appear at first sight.^ 

These truths arc familiar ; and they are the basis of the theory But bm- 
of capital and interest. But in the affairs of ordinary life truths 
arc apt to present themselves in fragments. Particular relations are nnd diiii- 
seen clearly one at a time; but the interactions of mutually self- to do in"' 
determining causes are seldom grouped as a whole. The chief task 

. , -, ® , individual 

of economics then as regards capital is to set out in order and m tmtiia to 
their mutual relations, all the forces which operate in the production ^“.0,°,“' 
and accumulation of wealth and the distribution of income; so that "'‘oio! 
as regards both capital and other agents of production they may be 
seen midualhj gorerning one another. 

^ That tho supply of enpi tal is held back by the prospcctiveneaB of its uses, and men*a 
unreadinoss to look fon^ui’d, whilo the demand for it comes from its productiveness, in 
tiie bioudost senso of tlie term, is indicated in 11. iv. 

^ See Book 111. v. 3, 4 ; nnd IV. vri. 8. It is a. good correctivo of this error to 
note how small a modification of the coiKlitions of our own world would bo required 
to bring us to another in which the mass of the people would bo so anxious to provide 
for old age and for tlieir families after them, aiul in which tho new openings for the 
advanta^eous use of accumulated wealth in any form wore so small, that the amount 
of wealth for tlio safe custody of which pooplo wore willing to pay would exceed that 
which others desiroil to borrow ; and whore in consequence oven those wlio saw their 
way to make a gain out of the uso of capital, would be able to exact a payment for 
taking chargo of it; and interest would be negative all along tho line. 
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VI, VI, 1. Next it has to analyse the influences which sway men in their 
Bnd^ choice between present and deferred gratifications, including leisure 
analysis, and opportunities for forms of activity that are their own reward. 
But here the post of honour lies with mental science ; the received 
doctrines of which economics applies, in combination with other 
material, to its special problems.^ 

especially Its work is therefore heavier in that analysis, on which we are to 
stiuent™ engaged in this and the next two chapters, of the gains that are 
of profits derived from the aid of accumulated wealth in the attainment of 
mutuaf" desirable ends, especially when that wealth takes the form of trade 
relations, capital. For thcsc gains or profits contain many elements, some of 
wfoch belong to interest for the use of capital in a broad sense of 
the term; while others constitute net interest, or interest properly 
so called. Some constitute the reward of managing ability and 
of enterprise, including the bearing of risks; and others again 
belong not so much to any one of these agents of production as to 
their combination. 
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The scientific doctrine of capital has had a long history of con- 
tinuous growth and improvement in these three directions during 
the last three centuries. Adam Smith appears to have seen indis- 
tinctly, and Ricardo to have seen distinctly, almost everything of 
primary importance in the theorj’, very much as it is known now : 
and though one writer has preferred to emphasize one of its many 
sides, and another another, there seems no good reason for believing 
that any great economist since the time of Adam Smith has ever 
completely overlooked any side; and especially is it certain that 
nothing which would be familiar to men of business was overlooked 
by the practical financial genius of Ricardo. But there has been 
progress ; almost everyone has improved some part, and given it a 
sharper and clearer outline; or else has helped to explain the com- 
plex relations of its different parts. Scarcely anv'thing done bv any 
great thinker has had to be undone, but something new has con- 
stantly been added.^ 


^ Compare 111. v. anrl IV. vtt. 

* Vroi. V, Bolim-Bauerk appears to liave undei rated the acumen of Ins predeces- 
sors in thoir writings on capital and interest. IVliat he regards as mere nafv'e frag- 
ments of theories appear rather to be the utterances of men well acquainted with tiie 
practical workings of business ; and who, partly for some special purpose, and paitly 
through want of system in exposition, gave such disproportionate stress to some 
elements of the problem as to throw others into tho background. Perhaps part of 
the air of paradox with which he invi^ts his own theory of capital ma}' be the icsult 
of a similar disproportionate emphasis, and an unwillingness to rccogmze that the 
various elements of the problem mvlvaUj; govern one anotlicr. Attention has already 
been called to the fact that, though he excludes houses and hotels, and indeed every- 
thing that is not strictly speaking an intermediate good, from his definition of capita), 
yet the demand for the use of go^s, that are not intermodiate, acts as directly on the 
rate of interest, as docs that for capital as defined by him. Connected with tliis use 
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§2. But if we go back to mediaeval and ancient history we 
certainly do seem to find an absence of clear ideas as to the nature 
of the services which capital renders in production, and for which 
interest is the payment ; and since this early history is exercising 
an indirect influence on the problems of our own age, something 
should be said of it here. 

In primitive communities there were but few openings for the 
employment of fresh capital in enterprise, and anyone who had 
property that he did not need for his own immediate use, would 
seldom forego much by lending it on good security to others without 
charging any interest for the loan. Those wlio borrowed were 
generally the poor and the weak, people whose needs were urgent 
and whose powers of bargaining were very small. Those who lent 
were as a rule either people who spared freely of their superfluity 
to help their distressed neighbours, or else professional money- 
lenders. To these last the poor man had resort in his need; and 
they frequently made a cruel use of their power, entangling him in 
meshes from which he could not escape without great suffering, and 
perhaps the loss of the personal freedom of himself or his children. 
Not only uneducated people, but the sages of early times, the fathers 
of the mediajval church, and the English rulers of India in our own 
time, have been inclined to say, that money-lenders “ traffic in other 
people’s misfortunes, seeking gain through their adversity : under 
the pretence of compassion they dig a pit for the oppressed.” ^ 
In such a state of society it may be a question for discussion, whether 
it is to the public advantage that people should be encouraged to 
borrow wealth under a contract to return it with increase after a 
time : whether such contracts, taken one with another, do not on 

of the term capital is a doctrine on which ho Iqvr gmit Btress, viz. that '* mothods of 
production which take time ore more productive ” {rvsitivo Capital, Book V. ch. iv. 
p. 261), or again that " every lengthening of a roundabout process is accompanied by 
a further increase in the technical result '* [lb. Book II. ch. ii. p. 84). There are 
however innumerable processes which take a long time and aro roundabout; but are 
not productive and therefore are not used ; and in fact he Bccms to have in\*crtcd cause 
and effect. 1'he true doctrine appears to be that, because interest has to be paid for, 
and con be gained by the use of capital ; therefore those long and roundabout methods, 
which invoK c much locking up of cajatal, are avoided unless they are more productive 
than others. The fact that many roundabout methods are in various dopfrees pro* 
ductive is one of the causes that affect the rate of interest ; and tho rate of interest 
and the extent to which roundabout methods are employed are two of tlie elements 
of the central problem of distribution and exchange that mutually determine one 
another. See Appendix I, 3. 

i from St. Chrysostom's fifth Homily, see above I. n. 8. Compare also Ashley's 
Economic History, VI. vi. ; and Bcntham On Veury. TIio sentiment against usury 
had its origin in tribal relationships, in many other cases besides that of the Israelites, 
perhaps in all cases; and, as Cliffe Leslie remarks {Essays, 2nd Edition, p. 244) 

It was “ inherited from prehistoric times, when tho members of each community still 
regarded themselves as kinsmen ; when communism in property existed at least in 
practice, and no one who had more than ho needed could refuse to share his super- 
fluous wealth with a fellow-tribesman in want." 
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VI, VI, 3. the whole dimmish rather than increase the sum total of human 
happiness. 

end this But Unfortunately attempts were made to solve this difficult and 
important practical question by a philosophical distinction lictween 
growth of the interest for the loan of money and the rental of material wealth. 
notiMs Aristotle had said that money was barren, and that to derive interest 
as to the fpom lending it out was to put it to an unnatural use. And following 
of the his lead Scholastic writers argued with much labour and ingenuity 
raderrd ^ ^ might charge for its use, 

by capital, bccausc he gave up the enjoyment of a thing that was directly pro- 
ductive of benefit. But they found no similar excuse for the interest 
on money ; that, they said, was wrong, because it was a charge for 
a service which did not cost the lender anything.^ 

Medi.Tvai If the loan really cost him nothing, if he could have made no 
o™thought money himself, if he was rich and the borrower poor and 

on tiiia needy, then it might no doubt be argued that he was morally hound 
subject. j money gratis : but on the same grounds he would have 

been bound to lend without charge to a poor neighbour a house 
which he would not himself inhabit, or a horse for a day’s work of 
which he had himself no need. The doctrine of the.se writers therefore 
really implied, and in fact it did convey to people’s minds the mis- 
chievous fallacy that — independently of the special circum.slances 
of the borrower and the lender — the loan of money, i.e. of command 
over things in general, is not a sacrifice on the part of the lender 
and a benefit to the borrower, of the same kind as the loan of a par- 
ticular commodity : they obscured the fact that he who Ijorrows 
money can buy, for instance, a young horse, whose services he can 
use, and which he can sell, when the loan has to be returned, at as 
good a price as he paid for him. The lender gives up the power of 
doing this, the borrow^er acquires it : there is no substantial diiTercm c 
between the loan of the purchase price of a horse and the loan of 
a horse.^ 

In the § 3. History has in part repeated it.self : and in the modorii 

wOTid " ITestern World a new reforming impulse has derived strength from. 
simUar and given strength to, another erroneous analysis of the nature of 

* They also make a distmetion between hirinff thinpe which were tliemsplvos to be 
returned, and borrowinr/ things tho equivalent oE which only Imd to bo relurncrl. Tliis 
distinction, however, though intercstii^ from an analytical point of view, has very 
little practical importance. 

’ Archdeacon Cunningham has described well the subtleties by which the mcclisn- 
yal church explained away her prohibition of loons at interest, in most of those (‘usls 
in which the prohibition would have been seriously injurious to tho body politic, 
lliese subtloties rosomble tho legal fictions by which the judges have gradually ex- 
plained awoy the wording of laws, the natural interpretation of which seemed iikoly 
to be mischievous. In both cases some practical evil has been avoided at the cxix'uso 
of fostering habits of confused and insincere thought. 
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interest. As civilization has progressed, the loans of wealth to vi, vi, s. 
needy people have become steadily more rare, and a less important 
part of the whole : while the loans of capital for productive use in pro- 

f . , , . • i » • motpci the 

business have grown at an ever-increasmg rate. An m consequence, spread of 
though the borrowers arc not now regarded as the subjects of oppres- 
sion, a grievance has been found in the fact that all producers, 
whether working with borrowed capital or not, reckon interest on 
the capital used by them as among the expenses which they require 
to have returned to them in the long run in the price of their wares 
as a condition of their continuing business. On this account, and 
on account of the openings which the present industrial system offers 
of amassing great wealth by sustained good fortune in speculation, 
it has been argued that the payment of interest in modern times 
oppresses the working classes indirectly, though not directly; and 
that it deprives them of their fair share of the benefits resulting from 
the growth of knowledge. And hence is derived the practical con- 
clusion that it would be for the general happiness and therefore right, 
that no private person should be allowed to own any of the means 
of production, nor any direct means of enjoyment, save such as he 
needs for his own use. 

This practical conclusion has been supported by other arguments conrectioD 
which will claim out attention ; but at present we are only concerned . 
with the doctrine that has been used by William Thompson, Rod- ticni pro- 
bertus, Karl Marx, and others in support of it. They argued that Ko^bertua 
labour always produces a “ Surplus ” ^ above its wages and the 
wear-and-tear of capital used in aiding it : and that the wrong done their 
to labour lies in the exploitation of this surplus by others. But this 
assumption that the whole of this Surplus is the produce of labour, 'J'i'f’j' 
already takes for granted what they rdtimatcly profess to prove by wns 
it; they make no attempt to prove it; and it is not true. It is 
not true that the spinning of yarn in a fectory, after allowance has 'intmo 
been made for the wear-and-tear of the machinery, is the product 
of the labour of the operatives. It is the product of their labour, 
together with that of the employer and subordinate managers, and 
of the capital employed ; and that capital itself is the product of 
labour and waiting : and therefore the spinning is the product of 
labour of many kinds, and of waiting. If wo admit that it is the 
product of labour alone, and not of labour and waiting, we can no 
doubt be compelled by inexorable logic to admit that there is no 
justification for Interest, the reward of waiting ; for the conclusion 
is implied in the premiss. Rodbertus and Marx do indeed boldly 

^ This IB Marx’s pliraso. KodborUis had called it a “ Plue.” 
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claim the authority of Ricardo for their premiss ; but it is really as 
opposed to his explicit statement and the general tenor of his theory 
of value, as it is to common sense.^ 

To put the same thing in other words ; if it be true that the post- 
ponement of gratifications involves in general a sacrifice on the part 
of him who postpones, just as additional elTort does on the part of 
him who labours ; and if it be true that this postponement enables 
man to use methods of production of which the first cost is great; 
but by which the aggregate of enjoyment is increased, as certainly 
as it would be by an increase of labour; then it cannot be true that 
the value of a thing depends simply on the amount of labour spent 
on it. Every attempt to establish this premiss has necessarily 
assiuned implicitly that the service performed by capital is a free ” 
good, rendered without sacrifice, and therefore needing no interest 
as a reward to induce its continuance; and this is the very con- 
clusion which the premiss is wanted to prove. The strength of 
Rodbertus’ and Marx’s sympathies with suffering must always 
claim our respect : but w'hat they regarded as the scientifie founda- 
tion of their practical proposals appears to be little more than a 
series of arguments in a circle to the effect that there is no economic 
justification for interest, while that result has been all along latent 
in their premisses ; though, in the ca.se of Jlarx, it was shrouded by 
mysterious Hegelian phrases, with which he " coquetted," as he tells 
us in his Preface. 

§4. lYe may now proceed with our analysis. The interest of 
which we speak when we say that interest is the earnings of capital 
simply, or the reward of waiting simph', is ^ct interest; but what 
commonly passes by the name of Interest, includes other elements 
besides this, and may be called Gross interest. 

These additional elements arc the more important, the lower and 
more rudimentary the state of commercial security and of the 
organization of credit. Thus, for instance, in medireval times, when 
a prince wanted to forestall some of his future revenues, he borrowed 
perhaps a thousand ounce.s of silver, and undertook to pay back 
fifteen hundred at the end of a year. There was however no perfect 
security that he would fulfil the promise ; and perhaps the lender 
would have been willing to exchange that promise for an absolute 
certainty of receiving thirteen hundred at the end of the year. In 
that case, while the nominal rate at which the loan was made was 
fifty per cent., the real rate was thirty. 

The necessity for making this allowance for insurance ag.ainst 
* Sao Appendix I, 2. 
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risk is so obvious, that it is not often overlooked. But it is less 
obvious that every loan causes some trouble to the lender; that 
when, from the nature of the case, the loan involves considerable 
risk, a great deal of trouble has often to be taken to keep these risks 
as small as possible ; and that then a great part of what appears to 
the borrower as interest, is, from the point of view of the lender, 
earnings of management of a troublesome business. 

At the present time the net interest on capital in England is a 
little under three per cent, per annum; for no more than that can 
be obtained by investing in such first-rate stock-exchange securities 
as yield to the owner a secure income without appreciable trouble or 
expense on his part. And when we find capable business men 
borrowing on perfectly secure mortgages, at (say) four per cent., 
we may regard that gross interest of four per cent, as consisting of 
net interest, or interest proper, to the extent of a little under three 
per cent., and of earnings of management by the lenders to the extent 
of rather more than one per cent.^ 

Again, a pawnbroker’s business involves next to no risk; but 
his loans are generally made at the rate of 25 per cent, per annum, 
or more ; the greater part of which is really earnings of management 
of a troublesome business. Or to take a more extreme case, there 
are men in London, and Paris, and probably elsewhere, who make a 
living by lending money to costermongers. The money is often 
lent at the beginning of the day for the purchase of fruit, etc., and 
returned at the end of the day, when the sales are over, at a profit 
of ten per cent. : there is a little risk in the trade, and the money is 
seldom last.® Now a farthing invested at ten per cent, a day would 
amount to a billion pounds at the end of a year. But no one can 
become rich by lending to costermongers; because no one can lend 
much in this way. The so-called interest on the loans really consists 
almost entirely of earnings of a kind of work for which few capitalists 
have a taste. 
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' Mortpnprs for long periods arc Bomrtimos more KOiiplit nflcr l>y Icndrra than 
(hose for siiort periods, and sometimes h'sa. 'flic former sa\e tho Iroublo of fn'quont 
renewal, but they cleprh o llio lender of commaiid o\cr his money for a long time, and 
thus limit his freedom, rirst-class stock-exchongc sociintios combine the advantages 
of very long and very short mortgoges. For thoir holder can hold them ns long as 
ho likes, and can convert them into money whem ho will ; though, if at tho time ci^it 
is shaken and other peoplo want ready money, lie will have to sell at a loss. Tf they 
could always bo realized without a loss, and if ihero wero no broker^s commissionH to 
bo paid on buying and selling, they w’ould not yield n higlier incomo than money lent 
on call *' at the lcnder*s choice of time; and tliat will al\va>*B be less than the interest 
on loan.9 for any fixed period, short or long. 

^ Again, Dr. Jessop (.IrraJy, p. 114) tolls us *'thero are hosts of small money- 
lenders in tho purlieus of tho cattle markets who make oclvaneos to spcciilalors wifk 
an rf/r," lending sums, amounting in exceptional eases up to £200, at a gross interest 
pf ten per cent, for tho twenty-four lioitrs. 
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§ 5. Tt. is then necessary to analyse a little more carefully the 
extra risks which are introduced into business when much of the 
capital used in it has been borrowed. Let us suppose that two men 
are carrying on similar businesses, the one working with his own, 
the other chiefly with borrowed capital. 

There is one set of risks which is common to both ; which may 
be described as the trade risks of the particular business in which 
they are engaged. They arise from fluctuations in the markets for 
their raw materials and finished goods, from unforeseen changes of 
fashion, from new inventions, from the incursion of new and powerful 
rivals into their re.spcctive neighbourhood.s, and so on. But there 
is another set of risks, the burden of which has to be borne by the 
man working with borrowed capital, and not by the other ; and we 
may call them personal risks. For he who lends capital to be used 
by another for trade purposes, has to charge a high interest as 
insurance against the chances of some flaw or deficiency in the 
borrower’s personal character or ability.' 

The borrow'er may be les.s able than he appears, less energetic, 
or less honest. Ho has not the same inducements, as a man W( irking 
with his own capital has, to look failure straight in the face, and 
withdraw from a speculative enterprise as soon as it shows signs of 
going against him. On the contrary, should his standard of honour 
not be high, he may be not very keen of sight as to his losses. For 
if he withdraws at once, he will have lost all he has of his own ; and 
if he allows the speculation to run on, any additional loss will fall 
on his creditors ; and any gain will come to himself. Many creditors 
lose through semi-fraudulent inertness of this kind on the part of 
their debtors, and a few lose through deliberate fraud : the debtor 
for instance may conceal in subtle ways the property that is really 
his creditors’, until his bankruptcy is over, and he has entered on 
a new business career ; he can bring gradually into play his secret 
reserve funds without exciting over-much suspicion. 

The price then that the borrower has to pay for the loan of 
capital, and which he regards as interc-st, is from the ])oint of view 
of the lender more properly to be regarded as profits : for it includes 
in-suranco against risks which are often very heavy, and earnings of 
management for the task, which is often very arduous, of keeping 
those risks as small as possible. Variations in the nature of these 
risks and of the task of management will of course occasion corre- 
sponding variations in the gross interest, so called, that is paid for 
the use of money. The tendency of competition is therefore not 

' See also below, oh. vnr. § 2. 
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towards equalizing this gross interest : on the contrary, the more vi, vi, a 

thoroughly lenders and borrowers understand their business, the 

more certainly will some classes of borrowers obtain loans at a lower 
rate than others. 

We must defer to a later stage our study of the marvellously but net 
efficient organization of the modem money market by which capital 
is transferred from one place where it is superabundant to another 
where it is wanted; or from one trade that is in the process of 
contraction to another which is being expanded : and at present we 
must be contented to take it for granted that a very small difference 
between the rates of net interest to be got on the loan of capital in 
two different modes of investment in the same Western country 
will cause capital to flow, though perhaps by indirect channels, 
from the one to the other. 

It is true that if either of the investments is on a small scale, and 
few people know much about it, the flow of capital may be slow. 

One person, for instance, may be paying five per cent, on a small 
mortgage, while his neighbour is paying four per cent, on a mortgage 
which offers no better security. But in large affairs the rate of net 
mterest (so far as it can be disentangled from the other elements of 
profits) is nearly the same all over England. And further the diver- 
gencies between the average rates of net interest in different coun- 
tries of the Western World arc rapidly diminishing, as a result of 
the general growth of intcrcoui-se, and especially of the fact that 
the leading capitalists of all these countries hold large quantities of 
stock-exchange securities, which yield the same revenue and are 
sold practically at the same price on the same day all over the 
world. 

AVhen we come to discuss the Money Market we shall have to 
study the causes which render the supply of capital for immediate 
use much larger at some times than at others; and which at certain 
times make liankers and others contented with an extremely low 
rate of interest, provided the security be good and they can get 
their money back into their own hands quickly in case of need. At 
such times they are willing to lend for short periods even to bor- 
rowers, whose security is not of the first order, at a rate of interest 
that is not very high. For their risks of loss are much reduced by 
their power of refusing to renew the loan, if they notice any indica- 
tion of weakness on the part of the borrower; and since short loans 
on good security are fetching only a nominal price, nearly the whole 
of what interest they get from him is insurance against risk, and 
remuneration of their own trouble. But on the other hand such 
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loans aie not really very cheap to the borrower : they surround him 
by risks, to avoid which he would often be willing to pay a much 
higher rate of interest. For if any misfortune should injure his 
credit, or if a disturbance of the money market should cause a 
temporary scarcity of loanable capital, he may be quickly brought 
into great straits. Loans to traders at nominally low rates of 
interest, if for short periods only, do not therefore really form 
exceptions to the general rule just discussed. 

§6. The flow of investment of resources from their common 
source in production consists of two streams. The smaller consists 
of new additions to the accumulated stock. The larger merely 
replaces that which is destroyed ; whether by immediate consump- 
tion, as in the case of food, foel, etc. ; by wear-and-tear, as in that 
of railway irons ; by the lapse of time, as in that of a thatched root 
or a trade directory ; or by all these combined. The annual flow 
of this second stream is probably not less than a quarter of the total 
stock of capital, even in a country in which the prevailing forms of 
capital are as durable as in England. It is therefore not unreason- 
able to assume for the present that the owners of capital in general 
have been able in the main to adapt its forms to the normal con- 
ditions of the time, so as to derive as good a net income from their 
investments in one way as another. 

It is only on this supposition that wc are at liberty to speak of 
capital in general as being accumulated under the expectation of a 
certain net interest which is the same for all its forms. For it 
cannot be repeated too often that the phrase “ the rate of interest ” 
is applicable to old investments of capital only in a very limited 
sense. For instance, wc may perhaps estimate that a trade capital 
of some seven thousand millions is invested in the different trades 
of this country at about three per cent, net interest. But such a 
method of speaking, though convenient and justifiable for many 
purposes, is not accurate. What ought to be said is that, taking 
the rate of net interest on the investments of new capital in each 
of those trades [i.e. on marginal investments] to be about three 
per cent. ; then the aggregate net income rendered by the whole 
of the trade-capital invested in the various trades is such that, if 
capitalized at 33 years’ purchase (that is on the basis of interest at 
three per cent.), it would amount to some seven thousand million 
pounds. For the value of the capital already invested in improving 
land or erecting a building; in making a railway or a machine is 
the aggregate discounted value of its estimated future net incomes 
[or quasi-rents] ; and if its prospective income-yielding power should 
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diminish, its value would fall accordingly and would be the capitalized vi, vi, j 
value of that smaller income after allowing for depreciation. 

§ 7. Throughout the present volume we are supposing, in the Estimatea 
absence of any special statement to the contrary, that all values are contraUed 
expressed in terms of money of fixed purchasing power, just as 
astronomers have taught us to determine the beginning or the interest 
ending of the day with reference not to the actual sun but to a aatump- 
mean sun which is supposed to move uniformly through the heavens. 

Further, the influences which changes in the purchasing power of purchasing 
money do exert on the terms on which loans are arranged, are most 
conspicuous in the market for short loans — a market which differs 
in many of its incidents from any other, and a full discussion of 
their influences must be deferred. But they should be noticed here 
in passing, at all events as a point of abstract theory. For the rate 
of interest which the borrower is willing to pay measures the benefits 
that he expects to derive from the use of the capital only on the 
assumption that the money has the same purchasing power when it 
is borrowed and when it is returned. 

Let us suppose, for instance, that a man borrows £100 under For short 
contract to pay back £105 at the end of the year. If meanwhile fhiJ may 
the purchasing power of money has risen 10 per cent, (or which is 
the same thing, general prices have fallen in the ratio of 10 to 11), in com- 
he cannot get the £105 which he has to pay back without selling 
one-tenth more commodities than would have been sufficient for 
the purpose at the beginning of the year. Assuming, that is, that Smkea'tiio 
the things which he handles have not changed in value relatively to 
things in general, he must sell at the end of the year commodities lugiier 
which would have cost him £115 10s. at the beginning, in order to ^minai. 
pay back with interest his loan of £100 ; and therefore he has lost 
ground unless the commodities have increased under his hands 
15^ per cent. While nominally paying 5 per cent, for the use of 
his money, he has really been paying 15| per cent. 

On the other hand, if prices had risen .so much that the pur- 
chasing power of money had fallen 10 per cent, during the year, 
and he could get £100 for things which cost him £90 at the beginning 
of the year ; then, instead of paying 5 per cent, for the loan, he would 
really be paid 5^ per cent, for taking charge of the money.^ 

When we come to discuss the causes of alternating periods of 
inflation and depression of commercial activity, we shall find that 
they are intimately connected with those variations in the real rate 

' Compare Fisher’s Appreciation and Interest 1890 : and The rate of interest 1907» 
especially Chaoters V, XIV and thoir respective Appundicua. 
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VI, VI, 7. of interest wTiirh are caused by changes in the purchasing power of 
money. For when prices are likely to rise, people rush to borrow 
money and buy goods, and thus help prices to rise; busine.ss is 
inflated, and is managed recklessly and wastcfully ; those working 
on borrowed capit.!! pay back less real value than they borrowed, 
and enrich themselves at the expense of the community. When 
afterwards credit is shaken and prices begin to fall, everyone wants 
to get rid of commodities and get hold of money which is rapidly 
rising in value ; this makes prices fall all the faster, and the further 
fall makes credit shrink even more, and thus for a long time prices 
fall because prices have fallen. 

We shall find that fluctuations in prices are caused only to a 
very slight extent by fluctuations in the .supply of the precious 
metals ; and that they would not be much diminished by the adop- 
tion of gold and silver instead of gold as the basis of our currency. 
But the evils which they eau.se arc so great, that it is worth while to 
do much in order to diminish them a little. These evils however 
are not necessarily inherent in tho.se slow changes in the purchasing 
power of money, which follow the course of man’s changing com- 
mand over nature : and in such changes there is generally both loss 
and gain. In the fifty years preceding the great war, improvements 
in the arts of production and in the access to rich sources of su]>ply 
of raw material doubled the efficiency of man’s labour in procuring 
many of the things which he wants. An injury would liave been 
done to those members of the working classes (now indeed rapidly 
diminishing in number) whose money wages arc much influenced 
by custom; if the pmchasing power of a sovereign in terms of 
commodities had remained stationary, in, stead of following, as it 
has, the increasing command by man over nature. But this matter 
will require full discussion in another place. 



CHAPTER VII 

PROFITS OF CAPITAL AND BUSINESS POWER 

§ 1. In the concluding chapters of Book IV we made some study vi, vn. i. 
of the various forms of business management, and the faculties 
required for them ; and we saw how the supply of business power 
in command of capital may be regarded as consisting of three ele- following 
ments, the supply of capital, the supply of the business power to 
manage it, and the supply of the organization by which the two are 
brought together and made effective for production. In the last xm. 
chapter we were concerned mainly with interest, the earnings of the 
first of these elements. In the earlier part of this chapter we shall 
be occupied with the earnings of the second and third taken together, 
which we have called gross earnings of management; and after- 
wards we shall pass to the relation in which this stands to the earnings 
of the second taken by itself which we have called net earnings of 
management.^ We have to inquire more closely into the nature 
of the services which are rendered to society by those who undertake 
and manage business enterpiises, and the rewards of their work; 
and we shall find that the causes by which these are governed are 
less arbitrary, and present closer analogies to tho.se which govern 
other kinds of earnings, than is commonly supposed. 

We must however make a di.stinction at starting. We must call riic 
to mind “ the fact that the struggle for survival tends to make those f'* 
methods of organization prevail, which are best fitted to thrive in ofbusimas 
their environment ; but not necc.ssarily those best fitted to benefit mont 
their environment, unless it happens that they are duly rewarded 
for all the benefits which they confer, whether direct or indirect, immediate 
And in fact this is not so. Por as a general rule the law of sub- tim'iTitB 
stitution— which is nothing more than a special and limited applica- ''>V'"ate 

^ •* 0iiici6ncv 

tion of the law of suiwival of the fittest— tends to make one method 
of industrial organization supplant another when it offers a direct 
and immediate service at a lower price. The indirect and ultimate 
services which either will render have, as a general rule, little or 
no weight in the balance ; and as a result many businesses languish 
and die, which might in the long run have done good work for society 

' See p. 281 . * See IV. vin. 
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VI, TO, 1 , if only they could have obtainetl a fair start. This is especially true 
of some fonns of co-operative associations. 

In this connection we ma}- divide employers and other under- 
takers into two clas-se.s, those who oj)en out new and improved 
methods of bu.sincss, and tho.se who follow beaten tracks. Tlie 
services which the latter perform for society are chiefly direct and 
seldom miss their full reward : but it i,s otherwise with the former 
class. 

For instance, economies have lately been introduced into .some 
branches of iron manufacture by diniinishing the number of times 
which the metal is heated in pa.ssin» fiom iron ore to its final form ; 
and some of the.se new inventions have been of .such a nature that 
they could neither lie patented nor kept secret. Let us suppose 
then that a manufacturer with a capital of £50.000 is getting in 
normal times a net profit of £4.0o0 a year. £1 .HOl) of which we m.iy 
regard as his earnings of management, leaving £:2,500 for the other 
two elements of profits. We a.-^.-unie that he has been working so 
far in the .same way as his ncighbour.s, and showing an amount of 
ability which, though great, is no more than the normal or average 
ability of the people who fill .such eA'^^•ptionalJy difficult po^ts ; tliat 
is, we assume that £l,50tl a year is the normal earnings for the kind 
of work he has been doing. But as time goe.s on. he thinks out a 
way of dispensing with one of the heatings that have hitherto been 
customary: and in consequence, without increasing hi.s expea-cs, 
he is able to increase his annual output liy things which can be sold 
for £2,000 net. So long, therefore, as he can sell his wares at tlie 
old price, his earnings of management will he £2,000 a year aliove 
the average; and he will c-am the full reward of his services to 
society. Ills neighbours however will cojjy his jilan, and probably 
make more than average profits for a time. But soon competition 
will increase the supply, and lower the jirioc of their wares, until 
their profits fall to about their old level; for no one could get extra 
high wages for making eggs stand on their end.s after Columbus’s 
plan had become public property. 

Many business men uho.se inventions have in the long run heeu 
of almcKst priceless value to the world, have earned even less by 
their discoveries than Milton by his Paradise Lost or Millet by his 
An^dus', and while many men have amassed great wealth by good 
fortune, rather than by exceptional ability in the performance of 
public sendees of high importance, it is probable that those business 
men who have pioneered new paths have often conferred on society 
benefits out of all proportion to their own gains, even though they 
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have died millionaires. Although then we shall find that the rewards vi, vn, 2 . 
of every business undertaker tend to be proportionate to the direct 
services he renders to the community, this will by itself go but a 
small way towards proving that the existing industrial organization 
of society is the best conceivable, or even the best attainable ; and 
it must not be forgotten that the scope of our present inquiry is 
limited to a study of the action of causes that determine the earnings 
of business undertaking and management 'under existing social 
institvJLiom. 

We will begin by tracing the adjustment of the rewards of the 
services rendered to society by ordinary workmen, by foremen, and 
by employers of different grades : we shall find the principle of 
substitution everywhere at work. 

§ 2. We have already noticed that a great part of the work done Adjust- 
by the head of a small business himself, is relegated in a large 
business to salaried heads of departments, managers, foremen and the 

' o SO1*V1C0B of 

others. And this thread will guide us to much that is useful for toromcn 
our present inquiry. The simplest case is that of the earnings of ““ 
the ordinary foreman ; with which we may begin. those of 

Let us suppose, for instance, that a railway contractor or a dock- w'o^m. 
yard manager finds that it answers best to have one foreman to 
every twenty labourers, the wages of a foreman being twice those 
of a labourer. Tliis means that, if he found himself with 500 
labourers and 24 foremen, he would expect to get just a little more 
work done at the same expense by adding one more foreman, than 
by adding two more ordinary labourers : while if he had had 490 
labourers and 25 foremen, he would have found it better to add hvo 
more labourers. If he could have got his foreman for one and a 
half times the wages of a labourer, perhaps he would have employed 
one foreman to every fifteen labourers. But, as it is, the number 
of foremen employed is determined at one-twentieth of that of the 
labourers, and their demand price at twice the labourers’ wages.’- 
In exceptional cases the foremen may e.arn their usages by over- 
driving those whose work they superintend. But we may now 
suppose them to contribute to the success of the undertaking in a 
legitimate way, by securing a better organization of its details ; so 
that fewer things are done amiss and need to be undone ; so that 
everyone finds the help that he wants in moving heavy weights, etc., 
ready for him just when he wants it; so that all machinery and 
implements are kept in good working order, and no one has to waste 
his time and strength by working with inadequate appliances, and 

^ With this argument may bo compared that of VI« l. 7. 
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VI, vn, 3. SO on. Tte wages of foremen who do work of this kind may he 
taken as typical of a great part of the earnings of management ; 
society, acting through the individual employer, offers an effective 
demand for their services until that margin is reached at which the 
aggregate efdciency of industry would be increased by adding 
workers of some other trade more than by adding the foremen 
whose wages would add an equal amount to the expenses of pro- 
duction. 

So far the employer has been regarded as the agent through whom 
competition acts in contriving and arranging the factors of jiroduc- 
tion so that the maximum of direct services (estimated by their 
money measure) should be perfonned at a minimum money cost. But 
now we have to look at the work of the emjffoyers themselves being 
contrived and arranged for them, though of course in a more 
haphazard fashion, hy theimnrediate action of their own competition. 
Adjust- § 3. Let us then look next at the way in which the work of fore- 
demand Salaried managers is constantly being weighed against that 

for or- of the heads of businesses. It will be interesting to watch the cour.se 
of a small business as it gradually expands. A house carpenter, for 
lUuatm- instance, steadily increases his stock of tools, till he can hire a small 
thegraduoi workshop, and undertake odd jobs for private persons, who have to 
"oriduK is to he done. The work of management 

carpenter, and of undertaking what little risks there are, is shared between 
them and him; and, as this gives them a groat deal of trouble, they 
are not willing to pay him at a high rate for what work of manage- 
ment he does.^ 

His work So his next step is to undertake all the different sides of small 
nmste™*" repairs. He has now entered on the career of a master-buildi'J'; 
builder, and if lus business grows, he gradually withdraws himself from 
manual labour, and to some extent even from the superintendence 
of its details. Substituting for his own work that of hired men, 
he has now to deduct their wages from his receipts, before he can 
begin to reckon his profits ; and unless he proves himself to have a 
business ability up to the nonnal level of that grade of industry 
which he has now entered, he will probably soon lose all the little 
capital which he has gained, and after a short struggle return to 
that humbler rank of life in which he has prospered. Should his 
ability he just about that level, he will, with average good fortune, 
retain his position and perhaps gain a little ground : and the excess 
of his receipts over his outgoings will be representative of the normal 
earnings of management in.his grade. 

* Comp. IV. XII. 3. 
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If his ability be greater than that which is normal in his grade, vi, vn, a 
he will be able to obtain as good a result with a given outlay for 
wages and other expenses, as most of his rivals can with a larger 
outlay : he will have substituted his extra ability in organization of lus 
for some of their outlay ; and his earnings of management will include 
the value of that outlay with wliich he has dispensed. He will thus ot his 
increase his capital and his credit : and be able to borrow more, and inereascs. 
at a lower rate of interest. He will obtain a wider business acquain- 
tanceship and connection ; and he will get an increased knowledge 
of materials and processes, and opportunities for bold but wise and 
profitable adventure ; until at last he has delegated to others nearly 
all those duties which occupied his whole time even after he had 
ceaised to do manual work himself.* 

§ 4. Having watched the adjustment of the earnings of foremen tii 9 ad- 
and of oixlinary workmen, and again of cmjfioyers and foremen, we 
may now look at the earnings of employers on a small and a large tho cam- 

SCillC. business 

Our carpenter having become a master-builder on a very large 
scale, his undertakings will be so many and so great as to have uii 0 . small 
occupied the time and energies oi some scores oi employers who ““ 
superintended all the details of their several businesses. Through- 
out this struggle between large businesses and small, we see the 
principle of substitution constantly in operation; the large em- 
ployer substituting a little of his own work and a good deal of that 
of salaried managers and foremen for that of a small employer. 

When, for instance, tenders are invited for erecting a building, a 
builder with a large capital often finds it worth his while to enter 
the lists, even though he lives at a distance. The local builders 
secure groat economies in having workshops and men whom they 
can trust already near the spot ; while he gains something through 
buying his materials on a large scale, through his command of 

' Tho ompluj er of a Iflr«o nuinbc'r of workmen to oeonomisso ojutuIps on 
tho sfiino ]ilan that is followed by the loading ollU'cw of a modern army. Jj^op as 
Hklr. ^Vl]k]!lson says (7Vir' bruin of nn dmy, pp. 42-U) : — Organizatio<i iinplioa that 
every man’s work is dehnod, (hut ho knuwa exactly wlmt ho must (inswcr for, and 
that his niitliority is eoexlonsivu with lus rrspoiiHibility. . . . [In the Clcrman army] 
every commander above tho rank of captain dcale witli a body composed of unitSi 
with the interior alTairs of nuiio of which lio meddles, except in tho coso of failui’u on 
tho part of tho oHlcor directly rosponsiblo. . . . Tho general commanding an army corps 
has to deal directly with only a fow subordinates. ... Ho inspects and tests the con* 
dition of all tlio various units, but ... he is as far as possible unliamport^d by the worry 
of detail. He can make up his mind coolly.*’ Bagehot in chanicten^tic fnbhion had 
remarked {Lombard Street, ch, viii.) tliut if tho head of a largo business “ is voiy busy, 
it is a sign of something wrong ” ; and hod compared (Iilsstiy on tho Tranj/ferability of 
Capital) the primitive employer with a Hector or Achilles mingling in Iho fray, and 
the typical modem employer with “ a man ut tho far end of a telegraph wire — a Count 
Moltko with his head over homo papers — who secs that the proper persons are slain, 
and who secures tho victory.” 
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VI, vil. c. machinery, especially for woodwork, and perhaps through being able 
to borrow what capital he wants on easier terms. These two sets 
of advantages frequently about balance one another; and the con- 
test for the field of employment often turns on the relative efficiencies 
of the undivided energies of the small builder, and of that slight 
supervision which is all that the abler but busier large builder can 
afford to give himself, though he supplements it by the work of his 
local manager and of the clerks in his central office.^ 

A busincBB § 5. So far we have been considering the gross earnings of manage- 

in^uTth'' ^ applies his own capital in business, and therefore 

borrowed can himself reap the equivalent of the costs direct and indirect, 
ot^o^iB*.* which are entailed when command over ciipital has to be collected 
advantage (j^ncTs, who do not Care to apply it to business uses them- 
trades. selves, and to be transferred to those whose own capital is insufficient 
for their enterprises. 

We are next to consider the struggle for survival in pushing for- 
ward in some trades business men working chiefly with their own 
capital and in others those who work chiefly with borrowed capital. 
The personal risks, against which the lender of capital to be used in 
business requires to be indemnified, vary to some extent with the 
nature of that business, as w-ell as w’ith the circumstances of the 
individual borrower. They are very high in some cases, as for 
instance when a man is starting in a new ))ranch of the electrical 
trades, in which there is very little past e.xpericnce to go by, and the 
lender cannot easily form any independent judgment as to the 
progress which is being made by the borrower; and in all such cases 
the man working with borrowed capital is at a great dis.atlviintage ; 
the rate of profit is determined chiefly by the competition of those 
who apply their own capital. It may happen that not many such 
men have access to the trade; and in that case the competition 
may not be keen, and the rate of profit may be high ; that is, it may 
exceed considerably net interest on the capital together with earn- 
ings of management on a scale commensurate with the difficulty of 
the business done, though that difficulty will probably be above the 
average. 

And again, the new man with but little capital of his own is at 
a disadvantage in trades which move slowly and in which it is 
necessary to sow a long time before one reaps. 

But in But in all those industries in which bold and tireless enterprise 
can reap a quick harvest; and in particular wherever high profits 
leading are to be made for a time by cheaper reproductions of costly wares, 

* Comp. IV. XL 4. 
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there the new man is in his clement : it is he who by his quick resolu- vi. vn, s. 
tions and dexterous contrivances, and perhaps also a little by his 
natural recklessness. “ forces the pace.” 

And he often holds his own with great tenacity even under for he will 
considerable disadvantages; for the freedom and dignity of his^r'a^m^i 
position are very attractive to him. Thus the peasant proprietor reward, 
whose little plot is heavily mortgaged, the small so-called “ sweater ” 
or “ garret master ” who takes out a sub-contract at a low price, 
will often work harder than the ordinary workman, and for a lower 
net income. And the manufacturer who is doing a large business 
with comparatively little capital of his own will reckon his labour 
and anxiety almost as nothing, for he knows that he must anyhow 
work for his living, and he is unwilling to go into service to another : 
he will therefore work feverishly for a gain that would not count 
much in the balance with a wealthier rival, who, being able to retire 
and live in comfort on the interest of his capital, may be doubting 
whether it is worth while to endure any longer the wear-and-tear 
of business life. 

The inflation of prices which culminated in 1873, enriched bor- 
rowers in general, and in particular business undertakers, at the 
expense of other members of society. New men therefore found 
their way into business made very smooth; and those who had 
already made or inherited business fortunes, found their way made 
smooth for retiring from active work. Thus Bagehot, writing about 
that time,^ argued that the growth of new men was making English 
business incroasincly democratic : and, though admitting that “ the 
propensity to variation in the social as in the animal kingdom is the 
principle of progress,” he pointed out regretfully how much the 
country might have gained by the long duration of families of 
merchant princes. But in recent years there has been some re- 
action, due partly to social causes, and partly to the influence of a 
continued fail in prices. The sons of business men are rather more 
inclined than they were a generation ago to take pride in their 
fathers’ callings ; and they find it harder to satisfy the demands of 
an ever-increasing luxury on the income which would be theirs if 
they withdrew from business. 

§ 6. But the weighing in the balance of the services and therefore joint- 
the earnings of employees against the earnings of management of companies, 
business men is in some ways best illustrated by reference to Joint- 
stock companies. For in them most of the work of management is 
divided between salaried directors (who indeed hold a few shares 

* Lombard Ulrael, Intrchlui-topy chaptei 
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VI, Til, 7. themselves) ami salaried managers and other .subordinate officials, 
— most of whom have little or no capital of any kind ; and their earn- 
ings, being almost the pure earnings of labour, are governed in the 
long run by those general causes which rule the earnings of labour of 
equal difficulty and disagrecablcness in ordinary occupations. 

As ha.s already been observed,^ joint-stwk companies are liam- 
pered by internal friction.*, and conflicts of interest between share- 
holders and debenture holders, between ordinary and preferred 
shareholders, and between all thesf; and the directors ; and by the 
need for an elaborate system of checks and counterchecks. They 
seldom have the enterprise, the energy, the unity of jmrpo^e and 
the quickness of action of a private busine.ss. But tlie^e dis- 
advantages are of relatively .small importance in some trades. That, 
publicity, which i.s one of the chief drawbacks of public coiqianies 
in many branches of manufacture and of .speculative commerce, is a 
positive advantage in ordinary banking and insurance and kindred 
businesses; while in these, as well as in mo.st of the transport indus- 
tries (railways, tramways, canals, and the supply of gas, water, and 
electricity), their unbounded command over capita! gives them 
aImo.st undisputed sway. 

IVhen powerful joint-stoi-k companies are working in liarmoiiy, 
and arc not directly or indirectly involved in speculative ventures nn 
the stock exchange, or in campaigns for the crushing or for tlie 
compulsory fusion of rivals, they generally look forward to a diit.mt 
future, and pur.sue a far-.secing if a blugL'i.sh policy. They arc .sel I an 
willing to .sacrifice their reputation for the sake of a temporarv g.-iin ; 
they are not inclined to drive such extremely hard bargains with 
their employees as will make their service unpopular. 

.\lo<i<'rn § 7. Thus tlien each of the many modern methods of business 
STrtlsmcss advantages and disailvantages : and its application is 

nitho'* <^xtcnded in every direction until that limit or margin is readied, 
at which its special advantages for that use no longer excee<l its 
toKry ' disadvantages. Or, to put the same thing in another w.ay, the 
toarijuBt margin of profitaidcncss of different methods of liusiness orgaii- 
ofinaiili 4 e- ixation for any particular purpose, is to be regarded not as a point; 
X-'lht "" ^ boundary line of irregular shape cutting one 

™*‘y ">■ ufter another every pos-sible line of business organization ; and these 
done. modern methods, partly on account of their great variety, but partly 
also on account of the scope which many of them offer to men of 
business ability who have no capital, render possible a much closer 
corrc'spondenco between the earnings of undertaking and manage- 
* Sao IV. xii. !l, 1(1. 
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ment and the services by which those earnings are got than could be vi, vn, 7. 
generally attained under the primitive system in which capital was 
scarcely ever applied to production by any save its owners. For 
then it could only be by a fortunate accident that those who had the 
capital and the opportimity for carrying on any trade or performing 
any service, of which the public was in need, had the aptitudes and 
the abilities required for the task. But, as it is, that share of the 
normal expenses of production of any commodity which is commonly 
classed as profits, is so controlled on every side by the action of the 
principle of substitution, that it cannot long diverge from the normal 
supply price of tlie capital needed, added to the normal supply price 
of the ability and energy required for managing the business, and 
lastly the normal supply price of that organization by whieh the 
appropriate business ability and the requisite capital are brought 
together. 

The supply of business power is large and clastic, since the area Tiie supply 
from which it is drawn is wide. Everyone has the business of his 
own life to conduct ; and in this he can gain some training for busi- drawn 
ness management, if he has the natural aptitudes for it. There is nTdo ami, 
therefore no other kind of u.scfu] rare and therefore highly-paid 
ability which dejiends so little on laljour and expense applied 
specially to obtaining it, and so much on “ natural qualities.” And, 
further, business power is highly non-specialized ; because in the 
large majority of trades, technical knowledge and skill become every 
day less important relatively to the broad and non-specialized 
faculties of judgment, promptness, rc.source, carefulness and stead- 
fastness of purpose.^ 

It is true that in small businesse.s, in which the master is little 
more than the head workman, specialized skill is very important. 

And it is true that “ each sort of trade has a tradition of its own, 
which is never w'ritten, probably could not be written, which can 
only bo learnt in fragments, and which is best taken in early life, 
before the mind is shaped and the ideas fixed. But each trade in 
modern commerce is surrounded by subsidiary and kindred trades, 
which familiarize the imagination with it, and make its state 
known.” * Moreover those general faculties, which are charac- 
teristic of the modern business man, increase in importance os the 
scale of business increases. It is they which make him out as a 

‘ IV. xn. 12. When tho forms of productions conso to be few and simple, it 
becomes no longer true tliat a man becomes an employer because he is a capitAlist. 

Men command capital because they have the iiualincations to profitably employ 
labour. To tlioso captains of industry . . . capital ami labour rosort tor opportunity 
to perform tlicir Bcvenil functions.” (^^aIkc^, ir«yctf Quesliun, ch. xiv.J 

* Bogcliot, l*o‘>tukitC8t p. 75. 
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leader of men; anrl which enable him to ((o straight to the kernel 
of the practical prolilems with which he has to deal, to see almost 
instinctively the relative poportions of things, to conceive wLse 
and far-reaching policies, and to carry them out calmly and 
rcKohitely.* 

It must 1)6 admitted indeed that the adjustment of supply to 
demand in the case of business ability is somewhat hindercfl by the 
difficulty of ascertaining exactly what is the price that is being paid 
for it in any trade. It is comparatively easy to find out the wages 
of brick! avers or puddlers by striking an average between the w.iges 
that are earned by men of various degrees of efficiency, and allowing 
for the inconstancy of their employment. But the gross earnings 
of managemeut which a man is getting can only be found after 
making up a careful account of the true profits of his business, and 
deducting interest on his capital. The exact state of his affair-! is 
often not known by himself ; and it can seldom be guessed at all accur- 
ately even by those who are in the same trade with himself. It i.s 
not true even in a little village at the present day that everyone 
knows all his neighbour's affairs. As Cliffe Leslie said, " The village 
innkeeper, publican or shopkeeper, who is making a small fortune 
does not invite competition by telling his neighbours of his prolit.s, 
and the man who is not doing well does not alarm his creditors by 
exposing the .state of his affairs.” * 

But though it may be difficult to read the le.won.s of an individual 
trader’s experience, tho.se of a whole trade can never be cnm])let(‘ly 
hidden, and cannot be hidden at all for long. Although one Citnnnt 
tell whether the tide is rising or falling by merely watching lialf-a- 
dozen waves breaking on the seashore, yet a very little jmtience 
settles the question ; and there is a general agreement among busi- 
ness men that the average rate of profits in a trade cannot rise or 
fall much without general attention being attracted to the change 
before long. x\nd though it may sometimes be a more difficult task 
for a Lu-siness man than for a .skilled laliourer, to find out whether 


^ Bact'hot {/. \t\>. Ul— 6a>H tltat the modern eoinmorco Im** *‘t<‘rtain 

^t'neral prinriplra whinh are common to ell Itinils of it. and a person can hr of oon- 
aiclriahlr' unc in more than one kind if lie nnclor«-tanda these prinriplcs nnd has tho 
pioitersoit of minrl. UiU ttw apyK'4n»nr*^‘ of tins common olcmont ia m commeroo. as 
in polilir t), a aifrn of nriOHfnitude, and pnmitive commerce is all petty. In earlj tribes 
there ia uolhiiijj but the special inan^the clothier, the mason, the treapon-xnaker. 
Each cruft trntl to be, and very much waa, a mystery except to those wiio earnctl 
it on. The knowledge retjuired for each naa posscbsed by few, kept 8C<TPt bv tlicso 
few, anil notlung else wap of use but thia monojioliaed and often inheritctl acquire* 
meut; tborr* was no ‘general ’ business knowledge. Tlie idea of n general art of 
money making is ver> modern ; almost Dvorylhuiir ancient about it is individual and 
partu nlur.^' 

- lUvtew, Juno 187U, rcprintctl in his 
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he could improve his prospects by changing his trade, yet the busi- vi, vn, 7. 
ness man has great opportunities for discovering whatever can be 
found out about the present and future of other trades ; and if he 
should wish to change his trade, he will generally be able to do so 
more easily than the skilled workman could. 

On the whole then we may conclude that the rarity of the natural and on the 
abilities and the expensiveness of the special training required for adjust-'''' 
the work affect normal earnings of management in much the same 
way as they do the normal wages of skilled labour. In either case, oammgs 
a rise in the income to be earned sets in operation forces tending to 
increase the supply of those capable of earning it ; and in either and im- 
case, the extent to which the supply will be increased by a given rise of 
of income, depends upon the .social and economic condition of those 
from whom the supply is drawn. For though it is true that an able accurate, 
business man who starts in life with a great deal of capital and a 
good business connection is likely to obtain higher earnings of 
management than an equally able man who starts without these 
advantages; yet there are similar, though smaller, inequalities 
between the earnings of professional men of equal abilities who start 
with unequal social advantages ; and the wages even of a working 
man depend on the start he has had in life almost as much as on 
the expense which his father has been able to afford for his 
education.'- 

^ So© Vr, IV. 3, On the penornl fitnctionB of thos© who untlertako the chief 
icaponMbilitiee of hvisine&s. sco Brentuno, Der C ntu nehmrrt 10<>7. 



Vl.vm.I. 

On the 
supposed 
general 
tendency 
of the rate 
of profits 
to equality. 


In a large 
business 
some earn- 
ings of 
manage- 
ment are 
classed as 
salaries; 
and in 
a small 
business 
much 
wages of 
labour is 
classed as 
profits. 


Profits 

peramum 


CHAPTEK VIII 

PROFITS OF CAPITAL AND BUSINESS POWER, CONTINUED 

§ 1. The causes that govern Earnings of Management have not 
been studied with any great care till within the last fifty years. 
The earlier economists did not do much good work in this direction 
because they did not adequately distinguish the component elements 
of profits, but searched for a simple general law governing the 
average rate of profits— a law which, from the nature of the cas(', 
cannot exist. 

In analysing the causes that govern profits the first diffieulty 
vhich we meet is in some measure verbal. It arises from the fact 
that the head of a small business does himself much of the work 
which in a largo business is done by salaried managers and foremen, 
whose earnings are deducted from the net receipts of the large busi- 
ness before its profits are reckoned, while the earnings of the whole 
of his labour are reckoned among his profits. This difficulty has 
long been recognized. Adam Smith himself pointed out that 
“ The whole drugs which the best employed apothecary in a large 
market-towm will sell in a year may not perhaps cost him almve 
thirty or forty pounds. Though he should sell them, therefore, for 
three or four hundred, or at a thousand pr cent, profit this may 
frequently be no more than the reasonable wages of his lalfour 
charged in the only way in which he can charge them, upon the 
price of the drugs. The greater part of the apparent profit is real 
wages disguised in the garb of profit. In a small seaport toun a 
little grocer will make forty or fifty per rent, upon a stock of a single 
hundred pounds, while a considerable wholesale merchant in the 
same place will scarce make eight or ten per cent, upon a stock of 
ten thousand.” ^ 

It is here important to distinguish between the annval rate of 
profits on the capital invested in a business, and the rate of profits 

* Wedtih oj Natinna, Book I. ch. x. Senior, Outlinea, p. 203, puts the normal rate 
oi profits on a capital of £100,000 at less than 10 per cent., on ono of £10,000 or 1.21), mio 
at about 15 per cent., on one of £5,000 or £0,000 at 20 per cent., anil “ a miirli larucr 
per-rentapo ’ on amaller capitals. Compare also § 4 of the preceding Chapter of the 
present Book. It should bo noted that the nominal rate of profits of a private firm is 
increased w hen a manager, who brings no capital with him, is taken into partnerslii|i 
and rewarded by a share of the profits instead of a salary. 
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that are made every time the capital of the business is turned over; vi, vm, i. 
that is, every time sales are made equal to that capital, or the rate and^ihe 
of profits on the turnover. At present we are concerned with profits turnover, 
per annum. 

The greater part of the nominal inequality between the normal A correc- 
rates of profit per annum in small businesses and in large would nnomaiv of 
disappear, if the scope of the term profits were narrowed in the langnado 
former case or widened in the latter, so that it included in both tho chief 
cases the remuneration of the same classes of services. There are ““op®, 
indeed some trades in which the rate of profit, rightly estimated, on thoiprofits 
large capitals tends to be higher than on small, though if reckoned » aman' 
in the ordinaiy wiiy it would appear lower. For of two Imsinesses busmeas. 
competing in the same trade, that with the larger capital can nearly 
always buy at the cheaper rate, and can avail itself of many econo- 
mies in the specialization of skill and machinery and in other ways, 
which are out of the reach of the smaller business : while the only 
important special advantage, which the latter is likely to have, 
consists of its greater facilities for getting near its customers and 
con.sulting their individual wants. In trades in which this last 
advantage is not important, and especially in some manufacturing 
trades in which the large firm can sell at a better price than the small 
one, tho outgoings of the former are proportionately less and the 
incomings larger; and therefore, if profits are so reckoned as to 
include the same elements in lioth case.s, the rate of profit in the 
former case must be higher than in the latter. 

But these are the very businesses in which it most frequently small 
happens that large firms after first entshiug out small ones, either 
combine with one another and thus secure for themselves the gains wincii offer 
of a limited monopoly, or by keen competition among themselves fcWmjtai 
reduce the rate of profit very low. There are many branches of 
the textile, the metal, and the tran.sport trades in which no business capitals 
can be started at all except with a large capital ; while those that ™l'proS 
are begun on a moderate scale struggle through great difficulties, in 
the hope that, after a time, it may be possible to find employment 
for a large capital, which will yield camiugs of management high in 
the aggregate though low in proportion to the capital. 

There are some trades which require a very high order of ability, 
but in which it is nearly as easy to manage a very large business as 
one of moderate size. In rolling mills, for instance, there is little 
detail which cannot be reduced to routine, and a capital of £1,000,000 
invested in them can be easily controlled by one able man. A rate 
of profits of 20 per cent, is not a very high average rate for some 
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vrr, Tia, 2 . branches of the iron trade, which flcmand incessant thought and 
contrivance in matters of detail : but it would yield £150,UO0 a year 
as earnings of management to the owner of such works. And even 
stronger cases are offerf'd by rec-ent fusions of giant firms in succes- 
sive branches of the heavy iron industry. Their profits fluctuate 
much with the state of trade : but. though enormous in the aggre- 
gate. they are said to be on the average at a low rate. 

The rate of profits is low in nearly all tho.se tradt^'s which require 
very little ability of the liigh“st order, and in which a public or 
private firm with a gofxl connection and a large capital can huM its 
own against new-comers, so long as it is managed by men of indus- 
trious habits with sound common sense and a moderate share of 
enterprise. And men of this kind arc seldom wanting either to a 
well-established public company or to a private firm ivhich is ready 
to take the ablest of its .sers'ants into partnership. 

On the whole, then, we may conclude firstly that the true rate 
of profits in large businessc.' higher than at first sight appears, 
because much that is commonly counted as profits in the small 
business ought to be classed under another head, before the rate of 
profits in it is compared with that in a large Imsinew : and seeimrllv 
that, even when this correction has been made, the rate r;f profit 
reckoned in the ordinary way declines generally as the size of the 
busine.ss increase.s. 

Profits per § 2. The normal earninga of management are of rour^e high in 
geneiSiy™ P''°pottion to the cajutal, and therefore the rate of profits per 
hiBhm annum on the lapital is high, when the work of management is 
whfe™ the ^leavy in proportion to the capital. The work of management may 
work of be heavv because it involves great mental .strain in organizing and 
ment is devising new methods ; or because it involves great anxiety and 
alS"^nskj ; ‘ ^"'0 things frequently go together, liiilividiial 

trades have indeed peniliar]tio.s of their own, and all rules on the 
subject are liable to great exceptions. But the following general 
propositions will be found to l?e valid, other things being equal, and 
to explain many inequalities in the normal rates of profit in different 
trades. 

^hero I'irst! the extent of the work of management needed in a business 
™iati" Ply amount of the circulating capital used than on 

small anri that of the fixed. The rate of profit tends therefore to be low in 
trades in which there is a disproportionately large amount of 
j^layveiy durable plant, that requires but little trouble and attention when 
once it has been laid down. As we have seen, these trades are 
likely to get into the bands of joint-stock companies : and the 
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aggregate salaries of the directors and higher oiBcials bear a very vi, vni, 2. 
small proportion to the capital employed in the case of railway and 
water companies, and, even in a more marked degree, of companies 
that own canals and docks and bridges. 

Further, given the proportion between the fixed and circulating 
capital of a business; the work of management will generally be 
the heavier, and the rate of profits the higher, the more important 
the wages-bill is relatively to the cost of material and the value of 
the stock-in-trade. 

In trades that handle costly materials, success depends very RUkadan 
much upon good fortune and ability in buying and selhng ; and the profit^ am! 
order of mind required for interpreting rightly and reducing to their of ooat. 
proper proportions the causes that are likely to affect price is rare, 
and can command high earnings. The allowance to be made for 
this is so important in certain trades as to have induced some 
American writers to regard profits as remuneration of risk simply ; 
and as consisting of what remains after deducting interest and 
earnings of management from gross profits. But this use of the 
term seems on the whole not advantageous, because it tends to 
class the work of management with mere routine superintendence. 

It is of course true that as a rule a person will not enter on a risky 
business, unless, other things being equal, he expects to gain from 
it more than ho would in other trades open to him, after his probable 
losses had been deducted from his probable gains on a fair actuarial 
estimate. If there were not a positive evil in such risk, people 
would not pay premia to insurance companies; which they know 
are calculated on a scale sufficiently above the true actuarial value 
of the risk to pay the companies’ great expenses of advertising and 
working, and yet to yield a surplus of net profits. And where the 
risks are not insured for, they must be compensated in the long run 
on a scale about as high as would be required for the premia of an 
insurance company, if the practical difficulties of insurance against 
business risks could be overcome. But further many of those who 
would be most competent to manage difficult businesses with wis- 
dom and enterprise, arc repelled from great risks, because their own 
capital is not large enough to bear great losses. Thus a risky trade 
is apt to get into the hands of rather reckless people; or perhaps 
into the hands of a few powerful capitalists, who work it ably, but 
arrange among themselves that the market shall not be forced so 
as to prevent them from having a high rate of profit on the average.^ 

^ On risk as on olcincnt of cost aoo V. yn. 4. Thoro would bo im odvAntagO in a 
careful analytical and inductive study of the attractive or repellent forco which various 
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In trades in which the speculative element is not very iraiwrtant, 
so that the work of management consists chiefly of superintendence, 
the earnings of management will follow pretty closely on the amount 
of work done in the business; and a very rough but convenient 
measure of this is found in the wages-bill. And perhaps the least 
inaccurate of all the broad statements that can be made with regard 
to a general tendency of profits to equality in different trades, is 
that where equal capitals are employed, profits tend to be a certain 
percentage per annum on the total capital, together with a certain 
percentage on the wages-bill.^ 

A manufacturer of exceptional ability and energy will ap])ly 
better methods, and perhaps better machinery tliaii his rivals : he 
will organize better the manufacturing and the marketing sides of 
his business; and he will bring them into better relation tu one 
another. By these means he will extend his business ; and tlKuvfoi'c 
he will be able to take greater advantage from the specialization 
both of labour and of plant.^ Thus he will obtain increasing return 
and also increasing profit ; for if be is only one among many pro- 
ducers his increased output will not materially lower the prices of 
his goods, and nearly all the benefit of his economies will accrue to 
himself. If he happens to have a partial monopoly of his branch 

kindsi of rleks cxoi-t on persons of various tomperaments, and as a eonsequoivi' ou 
oarnings and proOts in risky uccupatioiis; it niight start from Adam .Smith's vL'iiuirks 
on the subject. 

* There is a great dilUeulty in a»’vrtaining even approximately tlio aniouiil'i of 
capital of different kinds invested in diiferent idussi's of i)U8in<‘SS. Hut guith'd indiidy 
by the valuable statistics of American Bureaux, inexact as tiiey avowedly arc m lias 
particular mottcr, wo may eoiwludc thnt the annual output is less than Ihc cupitid m 
industries where tho plant is very cxjiensive, and the processes tlirough which the 
raw material has to go are very long, as watch and cotton factories : but tliat it is 
moro than four times the capital in businesses in which tin; raw material is rxpi'iisive 
and the process of production rapid, e.y. bout factories ; as well us in some iiuhistries, 
which make only a slight change in the form of their miitorial, sucli as sugar-ivliniia;, 
and slaughtering and meut-packin}:. 

Next, analysing the turnover of circulating capital and comparing the cost of raw 
material to the wages-bill, we find tliat the former is much less than tho latter in wnteli- 
factorics, where the bulk of the iiiatcriol is small, and in bloiie, brick and tile works, 
where it is of a cotnmun sort : but in the large majority of industries the cost uf inaK’iial 
isinncli greater than the wages-bill; ami on the aviN-age of all tlie industries it is tlirec 
and a half liincs as great. And lu the lilight-chuiigo industries it is generally fruui 
twenty-live to fifty limes as great. 

Many of tlicso inequalities disappear if the value of tho raw material, coal, etc. 
used in a business is deducted before reckoning its output. This plan is commonly 
followed by careful statisticians in estimating tho roauuEocturiig; output of a country, 
so as to avoid counting say yam and cloth twico over; and similar reasons should 
make us avoid counting both cattle end foddor crops in tho agrioultural product of u 
country. This plan is however not quite satisfactory. For logically one ought to 
deduct tho looms which a weaving factory buys as well as its yarn. Again, if the 
factory itself was reckoned as a product of tho building trades, its value should ho 
deducted from tho output (over a term of years) of the weaving trade. Similarly 
with regard to farm buildings. Farm horses ought certainly not to bo coimtr<l, nor 
for some purposes any horses used in trade. However tho plan of deducting nothing 
but raw material has its uses, if its inaccuracy is clearly recognized. 

* li^co above IV. xi, 2-4. 
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of industry, he will so regulate his increased output, that hisvi, vm, 3 . 
monopoly profits increase.^ 

But when such improvements are not confined to one or two 
producers : when they arise from a general increase in demand and 
the output which corresponds to it; or from improved methods or 
machinery, that are accessible to the whole industry; or from 
advances made by subsidiary industries, and increased “ external ” 
economies generally ; then the prices of the products will keep close 
to a level which yields only a normal rate of profits to that class of 
industry. And in the process, the industry is likely to have passed 
over to a class in which the normal rate of profits is lower than in its 
old class ; because there is in it more uniformity and monotony, and 
less mental strain than before ; and, though this is nearly the same 
thing in other words, because it is more suited to joint-stock manage- 
ment. Thus a general increase in the proportion which the quantity 
of product bears to the quantity of labour and capital in an industry 
is likely to be accompanied by a fall in the rate of profits ; which 
may, from some points of view, be regarded as a diminishing return 
measured in values.^ 

§ 3. We may now pass from profit per annum and examine the Themtoof 
causes that govern profit on the turnover. It is obvious that while SJoum!' 
the normal rate of profit per annum varies within narrow limits, the over vanea 
profit on the turnover may vary very widely from one branch of widoiy”°™ 
trade to another, because it depends on the length of time and the 
amount of work required for the turnover. Thus wholesale dealers, rate of 
who buy and sell large quantities of produce in single transactions, on'’capitai. 
and who are able to turn over their capital very rapidly, may make 
large fortunes though their average profit on the turnover is less 
than one per cent. ; and, in the extreme case of large stock-exchange 
dealings, even when it is only a small fraction of one per cent. But 
a shipbuilder who has to put labour and material into the ship, and 
to provide a berth for it, a long while before it is ready for sale, 
and who has to take care for every detail connected with it, must 
add a very high percentage to his direct and indirect outlay in order 
to remunerate him for his labour, and the locking up of his capital.* 

^ See above p. 399-400. * Compare pp. 200-7. 

* He would however not need to cliarf;e a high rate of profits por annum on that 
part of his capital which ho had sunk in the earlier stages of huililing the ship; for that 
capital, when once invested, would no longer roquiro any special exercise of his ability 
and industry, and it would be suflieicnt for him to reckon his outlay accumulated '* 
at a high rate of compound interest ; but in that case ho must count the valuo of his 
own labour as part of his early outlay. On tlio other hand, if there be any trade in 
which a continuous and nearlv uniform expenditure of trouble is called for on all the 
capital invested, then it would Lo reasonable in that trade to find tho " accumulated " 
valuo of tlie earlier investments by tho additiem of a ** compound ** rate of profit 
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Again, in the textile industries some firms buy raw material and 
turn out finished goods, while others confine themselves to spinning, 
to weaving or to Wishing; and it is obvious that the rate of profit 
on the turnover of one of the first class must be equal to the sum of 
the rates of profit of one of each of the three other classes.^ Again, 
the retail dealer’s profit on the turnover is often only five or ten 
per cent, for commodities which are in general demand, and which 
are not subject to changes of fashion ; so that while tlie sales are 
large, the necessary stocks are small, and the capitd invested in 
them can be turned over very rapidly, with very little trouble and 
no risk. But a profit on the turnover of nearly a hundred per cent, 
is required to remunerate the retailer of some kinds of fancy goods 
which can be sold but slowly, of which varied stocks must be kept, 
which require a large place for their display, and which a change of 
fashion may render unsaleable except at a loss ; and even this high 
rate is often exceeded in the case of fish, fruit, flowers and vegetal iles.- 
§ 4. We see then that there is no general tendency of profits on 
the turnover to equality; but there may be, and as a matter of 
fact there is in each trade and in every branch of each trade, a more 
or less definite rate of profits on the turnover which is regarded as 
a “ fair ” or normal rate. Of course these rates are always changing 
in consequence of changes in the methods of trade; which are 
generally begun by individuals who desire to do a larger trade at a 
lower rate of profit on the turnover than has been customary, but 
at a larger rate of profit per annum on their capital. If however 
there happens to be no great change of this kind going on, the tra- 
ditions of the trade that a certain rate of profit on the turnover 
should be charged for a particular cla.5S of work are of great practical 
service to those in the trade. Such traditions are the outcome of 
much experience tending to show that, if that rate is charged, a 
proper allowance will be made for all the costs (supplementary as 
well as prime) incurred for that particular purpose, and in addition 


(i.c. a rate of profit increasing geomctricully as compound interest dons). And tlas 
plan is frequently adopted in practice for the sake of simplicity even u’ltere it jat not 
theoretically quite correct. 

^ Strictly speaking it will bo a little greater than the sum of those three, because 
it will include compound interest over a longer period. 

• The fishmongers nnd greengrocers in wor^ng-class quarters CBpecially lay thetn- 
selves out to do a small business at a high rate of profits; because each individu.d 
purchase is so small that the customer would rather buy from a dear shop near at hand 
than go some way to a cheaper one. The retailer therefore may not be getting a vi ry 

5 ood living though ho charges a penny for what he bought for less than a halfpenny, 
'he same thing was however perhaps sold by the fisherman or the farmer for a farlliing 
or even loss : and the direct cost of carriage and insurance against loss will not account 
for any great part of this last difference. Thus there seems to bo some justification 
for the popular opinion that the middlemen in these trades have special facilities for 
obtaining abnormally high profits by combination among themBelvee. 
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the normal rate of profits per annum in that class of business will vr, vin, 5 . 
be afforded. If they charge a price which gives much loss than this 
rate of profit on the turnover they can hardly prosper; and if they 
charge much more they are in danger of losing their custom, since 
others can afford to undersell them. This is the “ fair ” rate of 
profit on the turnover which an honest man is expected to charge 
for making goods to order, when no price has been agreed on before- 
hand; and it is the rate which a court of law will allow, in case a 
dispute should arise between buyer and seller. ^ 

§ 5. During all this inquiry we have had in view chiefly the Profits 
ultimate, or long-period or true normal results of economic forces ; 
we have considered the way in which the supply of business ability 
in command of capital tends in the long run to adjust itself to the supply- 
demand ; we have seen how it seeks constantly every business and P”°®' 
every method of conducting every business in which it can render 
services that are so highly valued by persons who are able to pay 
good prices for the satisfaction of their wants, that those services 
will in the long run earn a high reward. The motive force is the 
competition of undertakers ; each one tries every opening, fore- 
casting probable future events, reducing them to their true relative 
proportions, and considering what surplus is likely to be afforded 
by the receipts of any undertaking over the outlay required for it. 

All his prospective gains enter into the profits which draw him 
towards the undertaking; all the investments of his capital and 

^ Ti>o expert oviUenco that is ^iven in such cases is full of instruction to the 
economist in many way^, and in ])articiilai becanso of tho uso of niodiicval plu'nses as 
to the customs of tho trade, with & more or less conscious recognition of the causes 
which have produced those customs, an<l to which appeal must bo made in support 
of their continued iimintonanec. And it almost always cuinoB out finally that if the 
“ customary ” rate of prolit on tho turnover is lUglier for ono class of job than another^ 
tho reason is that tho former docs (or did a little while ago) rccjuire u longer locking -up 
of capital; or a greater uso of expensive api>lianccs sueli as are liahlo to 

rapid depreciation, or cannot bo kept always cmployctl, and thcreforo must ])ay their 
way on a coinpaiiitivcly small number of jobs); or tluit it requires more dhVieult or 
disagreeable uurk, or a greater aniount of attention on the part of tliu undertaker; 
or that it has sumo special element of risk for wdiich insurance Iiuh tu bo made. Ami 
the unroadinoss of oxporls lu bring to light these justincatious of custom, which lire 
lying almost liidden from tlionisolves in tho recesses of thoir own inintls, gives ground 
for tlio belief tlmt if wo could c*idl to Itfo and cross-exauiino mediieviil ))iislness men, 
we siioLild find much more half-conscious adjustment of tiio rate of i>ront to (ho exi- 
gencies of particular eases than has been suggested by historians. Many of tliein 
fail sometimes to mako it clear whethor the custoinory rate of profits of which they 
are speaking is a certain rate on tho turnover, or such u rato on tho turnover as will 
afford in tho long run a certain rate of prollls ])«*r iinnum on the capital. Of coiirso 
tlic groater unifoiTnity of tho methods of biituiu'Hs in incdiseval times, would enalilo n 
tolerably uniform rato of prolits on the capital i>er atinuin to uxist without causing so 
great variations in tho rate on Lho turnover as arc inovita))lu in modern business. But 
still it is clear that if ono kind of rate of prodta weru nearly uniform, tho other would 
not bo; and the value of much tlmt has been written on mediseval eeonomio history 
seems to bo somewhat imjmircd by tho al>sem‘0 of u distinct recognitiun of tlio diffor* 
ences between the two kinds, and between the uUimato sanctions on wliich customs 
relating severally to them must depend. 

8 
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VI, TUI. 6 . energies in lunking tlic appliances for future production, and in 
— building up the “ immaterial ” capital of a business connection, 
have to show themselves to him as likely to be profitable, before he 
will enter on them ; the whole of the profits which he expects from 
them enter into the reward, which he expects in the long run for 
his venture. And if he is a man of normal ability (normal that is 
for that class of work), and is on the margin of doubt whether to 
make the venture or not, they may be taken as true representatives 
of the (marginal) normal expenses of production of the services in 
question. Thus the whole of the normal profits enter into true or 
long-period supply price. 

The causes The motives which induce a man and his father to invest capital 
govCTji the labour in preparing him for his work as an artisan, as a jirofev 
normai sional man, or as a business man, are similar to those which lead to 
wagesand the investment of capital and labour in building up the material 
the various tjjg organization of a business. In each case the invent- 

elements ° i i i im 

of piofits, ment (so far as man s action is governod by deliberate motive at all) 
00?^.'^ is carried up to that margin at which any further investment appears 
otiior to offer no balance of gain, no excess or surplus of utility over " dis- 
utility and the price, that is expected as a rewartl for all tliis 
investment, is therefore a part of the normal expenses of production 
of the services rendered by it. 

A long period of time is however needed in order to get the full 
operation of all these causes, so that exceptional siicci'ss may be 
balanced against exceptional failure. On the one hand are th(»e 
who succeed abundantly because they turn out to have rare aijilily 
or rare good fortune either in the particular incidiuits of their specu- 
lative enterprises, or in meeting witli a favouralile opportunity for 
the general development of their business. And on the otliei arc 
those who arc mentally or morally incapable of making good ine 
of their training and their favourable start in life, who have no 
special aptitude for their calling, whose speculations are unfor- 
tunate, or whose businesses arc cramiicd by the encroaeliinent of 
rivals, or left stranded by the tide of demand rceeding fioin flieiii 
and flowing in some other direction. 

more Blit though thcfsc disturbing causes may thus be neglected in 

thw Uioso relating to normal earnings and normal value; they 
whicii assume the first rank, and e.xcrt a predominating influence, uitli 
fluaua. regard to the incomes earned by particular individuals at partieiiliii' 
tionain times. And, since these disturbing causes affect piufits and the 
vaiuoa. earnings of management in very different ways from those in u liirh 
they affect ordinary earnings, there is a scientific necessity for treat- 
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ing differently profits and ordinary earnings when wo arc discussing vi, viu, 
temporary fluctuations and individual incidents. Questions relating ^ 
to market fluctuations cannot indeed be properly handled till the 
theories of money, credit and foreign trade have been discussed : 
but even at this stage we may note the following contrast between 
the ways in which disturbing causes such as we have just described 
affect profits and ordinary earnings. 

§ 6. In the first place the undertaker’s profits bear the first First 
brunt of any change in the price of those things which are thep^™™”®’ 
product of his capital (including his business organization), of his fluctuats 
labour and of the labour of his employees; and as a result fluctua- Ldinovm 
tions of his profits generally precede fluctuations of their wages, and 
are much more extensive. For, other things being equal, a com- 
paratively small rise in the price for which he can sell his product is 
not unlikely to increase his profit manj-fold, or perhaps to substitute 
a profit for a loss. That rise will make him eager to reap the harvest 
of good prices while he can ; and he will be in fear that his employees » 
will leave him or refuse to work. He will therefore be more able and . 


more willing to pay the high wages ; and wages will tend upwards. 
But experience shows that (whether they are governed by sliding] 
scales or not) they seldom rise as much in proportion as prices J 
and therefore they do not rise nearly as much in proportion as] 
profits. 

Another aspect of the same fact is that when trade is bad, the 
employee at worst is earning nothing towards the support of himself 
and his family ; but the employer’s outgoings are likely to exceed his 
incomings, particularly if he is using much borrowed capital. In 
that case even his gross earnings of management are a negative 
quantity : that is, he is losing his capital. In very bad times this 
happens to a great number, perhaps the majority of undertakers ; 
and it happens almost constantly to tho.se who arc less fortunate, 
or less able, or less well fitted for their special trade than others. 

§ 7. To pass to another point, the number of those who succeed 
in business is but a small percentage of the whole; and in their 
hands are concentrated the fortunes of others several times as 
numerous as themselves, who have made savings of their own, or 
who have inherited the savings of others and lost them all, together 
with the fruits of their own efforts, in unsuccessful business. In 
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order therefore to find the avemge profits of a trade we must not 
divide the aggregate profits made in it by the number of those wdio 
are reaping them, nor even by that number added to the number mUuo” 
who have failed ; but from the aggregate profits of the successful ‘’'■®'’' 
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VI, Tin, 8. we must subtract the aggregate losses of those who have failed, and 
estimated perhaps disappeared from the trade ; and we must then divide the 
because ' remainder by the sum of the numbers of those who have succeeded 
ios6^Bir**° and those who have failed. It is probable that the true gross 
Capital earnings of management, that is, the excess of profits over interest, 
disappear is not on the average more than a half, and in some risky trades not 
from sight. appears to be to persons who 

form their estimate of the profitableness of a trade by observation 
only of those who have secured its prizes. There are, however, as 
we shall presently see, reasons for thinking that the risks of trade 
are on the whole diminishing rather than increasing.’- 
Third § 8- Wc may pass to another difiercnce between the fluctuations 

Tu trao°' P’'ofits and ordinary earnings. IVe have seen that before free 

earnings capital and labour have been invested in securing the skill required 
are Maiiv artisan or professional man, the income expected 

aiwa^aa' to be derived from them is of the nature of profits : though the rate 
able part of such profits which is required, is often high for two reasons 
income of pcoplc who make the outlay do not themselves reap the greater 
tiie artisan part of the reward arising from it; and they are frequently in 
straitened circumstances, and not able to invest for a distant return 
noToUhe self-denial. And we have seen that, when the artisan 

business Or professional man has once obtained the skill required for his work, 
a part of his earnings are for the future really a quasi-rent of tlie 
capital and labour invested in fitting him for his work, in obtaining 

' A century apo many Ibnglishmen returned from the itmlies witli lorpc fortuiu'H» 
and the belief spread that the avorape rot© of profits to bo made there was enormous. 
But, as Sir \\\ Hunter points out {Aunttltt of liural UtnfJal^ rli. vi.), the failures wore 
numerous, but only “ those who drew pri'/es in tlio preat lottery rcturmnl to ti'II tif' 
tale." And at iho very time when this was liappcninp, it used commonly to lie stud 
in Enjrland that the families of a rirli man and his euachman would pixthiihly eluiiufc 
places within throe I'cnerations. Jt is true that this was partly duo to the wild exlra- 
vapance common amoni' younp heirs at that lime, ami partly to tlic dillhulty of 
finding secure investments for their capital. The stability of the wcaltliy classes of 
England has been promoted almost as much by tlie b]a‘i'>ic( of sobriety and cdiicntiou 
as by the growth of mctho<ls of investment, wliicli enable the heirs of a ricli nmn to 
draw a secure and lusting income from his wealth though they do not inlu'rit the l>usi- 
neas ability by wliicii ho uequircsl it. TJiere aro however even now difsiricls in Kii.;- 
land, in whch the majority of manufacturers arc workmen or the sons of workmen. And 
in America, thougli foolisli prodigality is perhaps less common than in Knglanil,yot the 
greater cliangcfiilness of conditions, and tlie greater diiliculty of keeping a lmsiuL*’<s 
abreast of tlie age, have caused it conunoiily to be said that n family pusses “ from sliiit 
sleeves to shirt sleeves ” in three generations. Welbs says [IUcghI M^cotiomir Changcti, 
p. 351), “There lias long been a substantial agreement ntnong those eoinpotmt to 
form an opinion, that ninety per cent, of all the men wlio try to do business on their 
own account fail of siiccoss.’* And Mr. J. H. Walker gives {Quarterly Juiirnal of 
JEcorfomicJf, A^ol. ii. p. 443) some detailed statistics wit h reganl to tho origin and careers 
of the nunufacturers in the loading industries of Worcester in Massachusetts 
1840 snd More than nine-tenths of them began lifo as juiirncyineii; and less 

than ten per of the sons of those who wei'c on tho list of nianufucturciv in I 8 II 1 , 

I860 and 1860, ha4.My property in 1888, or had died leaving any. And as to I'huni e, 
M. Leroy Beaulieu says {Ripartition dea lUnheanca, cli. xi.) tiiab out of i'v<*ry hundrwl 
new businestfes that are started twenty disappear almost at onco, fifty or si.vfy vegeUte, 
neitlior rising nor falling, and only ten or fifteen aro successful. 
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. his start in life, his business connections, and generally his oppor- vi, vin, s. 
tunity for turning his faculties to good account; and only the 
remainder of his income is true earnings of effort. But this remainder 
is generally a large part of the whole. And here lies the contrast. 

For when a similar analysis is made of the profits of the business 
man, the proportions arc found to be different ; in his case the 
greater part is quasi-rent. 

The income which the undertaker of business on a large scale 
gets from the cajjital, material and immaterial, invested in his 
business is so great, and liable to such ^-iolent fluctuations from a 
considerable negative to a large positive quantity, that he often 
thinks very little of his own labour in the matter. If profitable 
business opens out to him, he regards the harvest accruing from it as 
almost pure gain ; there is so little difference between the trouble 
of having his business on his hands only partially active, and that 
of working it to its full capacity, that as a rule it scarcely occurs to 
him to set off his own extra labour as a deduction from those gains : 
they do not present themselves to his mind as to any considerable 
extent earnings purchased by extra fatigue, in the same way as the 
extra earnings got by working overtime do to the artisan. This 
fact is the chief cause, and to some extent the justification, of the 
imperfect recognition by the general public, and even by some 
economists, of the fundamental unity imderlying the causes that 
determine normal profits and normal wages. 

Closely allied to the preceding difference is another. When an Fourth 
artisan or a professional man has exceptional nat yal abil ities, which J uJgr*’ 
arc not made by human effort, and are not the result of sacrifices simrcofthe 
undergone for a future gain, they enable him to obtain a surplus euccessfui 
income over what ordinary pereons could expect from similar 
exertions following on similar investments of capital and labour in surplus 
their education and start in life ; a surplus which is of the nature of natural™™ 

fftCllltlCS. 

But, to revert to a point mentioned at the end of last chapter, 
the class of business imdertakcrs contains a disproportionately large 
number of persons with high natural ability; since, in addition to 
the able men born within its ranks it includes also a large share of 
the best natural abilities born in the lower ranks of industry. And 
thus while profits on capital invested in education is a specially 
important element in the incomes of professional men taken as a 
class, the rent of rare natural abilities may be regarded as a specially 
important element in the incomes of business men, so long as we 
consider them as individuals. (In relation to normal value the 
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VI, vui, 8. earnings even of rare abilities are, as we have seen, to be regarded 
rather as a quasi-rent than as a rent proper.) 

But there are exceptions to this rule. The humdrum business 
man, who has inherited a good business and has just sufficient force 
to keep it together, may reap an income of many thousands a year, 
which contains very little rent of rare natural qualities. And, on 
the other hand, the greater part of incomes earned by exceptionally 
successful barristers, and writers, and painters, and singers, and 
jockeys may be classed as the rent of rare natural abilities— so long 
at least as we regard them as individuals, and arc not considering 
the dependence of the normal supply of labour in their several 
occupations on the pro.spects of brilliant success which they hold out 
to aspiring youth. 

Changes The income of a particular business is often very’ much affected 

Industrial changes in its industrial environment and opportunity or con- 

environ- juncture. But similar influences affect the special income derived 
Uie profits from the skill of many classes of workers. The discovery of rich 
viduai" copper-mines in America and Australia lowered the earning power of 
bosinosscs the .skill of Cornish miners, so long as they stayed at home : and 
Sioy^do'*'' every new discovery of rich mines in the new districts raised the 
ordinary earning powcr of the skill of those miners who had .alreadv gone 

earnings. ^ ^ ‘ 

there. And again, the growth of a taste for theatrical amusement.^, 

while raising the normal earnings of actors, and inducing an increased 
supply of their skill, raises the earning power of the skill of those 
already in the profo.ssion, a great part of which is, from the point 
of view of the individual, a producer’s surplus duo to rare uafural 
qualities.^ 

* TIic late Grnoral Wnikrr rrudored exroII(*nt BCTvn-c in ox])Inininc tin' caiisrs tlint 
govern wtijfcs on the one Imnd rind rnmings of management on the other. Ihit lie 
maintained {[*olitiral JHconomy, § 311) that profits tlo not form a j»art of the ])riee of 
maniifaetured products; and ho docs not limit that doetriiie to short for 

which, B8 wo have seen, the income derived from nil skill, whether cxcoptirmal or nol, 
whether that of nn employer or a workinnn, may ho rognrderl an a qimsi-rent. lie 
lines tlic word “ jirofits ” in on artificial aoiwo ; for, iinving exehuled interest nhogother 
from profits, ho assumes that the “ No-profits employer ” earns “ on tlie wliole or in 
the long run the amount which lie could have expected to receive as wnacn if miplou'd 
by othern ” (First 1889, § 1911) : that is to any, the “ Xo-profila employiT *' 

obtains, in addition to interest on lus capitol, normal not earnings of managi'inent of 
men of his ability wlmtcver that may be. Thus profits in Walker’s aonse exclude 
four-fifths of what arc ordinarily classed as profits in England (the proportion woulil 
be rather loss in America, and rathe r more on the Continent tlian in England ). So t hat 
his dootrinn w'ouUl njjpear to mean only that tliat part of the emi>loycr'H income, 
which is due to oxce])tioiml abilities or good fortune, docs not enter into price. Jhit 
the prizes ns w’oll as the blanks of every occupation, whether it bo that of an cnijiloyer 
or not, take th(*ir part in dolormining the numl>cr of persons who sock that occupat ion 
and the energy with wliich they give thcmHolves to their work: and therefore do 
cuter into normal supply price. Walker appears to rest his Rrgumrnt mainly on tli<* 
important fact, wliLch he hasdonc much to make prominent, that tho ablest einpU^yi'rs, 
who in tho long run got tho highest profits, are as a rule fhoso who pay the liiglicst 
wages to the workman and sell at the lowest price to the consiimor. But it is an 
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§ 9. Next let US consider in relation to one another the interests vi, vm, 
of different industrial classes engaged in the same trade. 

This solidarity is a special case of the general fact that the Relations 
demand for the several factors of production of any commodity is a theln™ / 
joint demand, and wc may refer back to the illustration of this 1 

general faet which is given in Book V. chapter vi. IVe there saw classes of I 
how a change in the supply of (say) plasterers’ labour would affect 
the interests of all other branches of the building trades in the same 
way, but much more intensely than it would the general public. 

The fact is that the incomes derived from the specialized capital and 
the specialized skill belonging to all the various industrial classes 
engaged in producing houses, or calico, or anything else, depend 
very much on the general prosperity of the trade. And in so far 
as this is the case they may be regarded for .short periods as shares 
of a composite or joint income of the whole trade. The share of 
each cla.ss tends to rise when this aggregate income is increased by 
an increase in their own efficiency or by any external cause. But 
when the aggregate income is stationary, and any one class gets a 
better share than before, it must be at the expense of the others. 

This is true of the whole body of those engaged in any trade; and 
it is true in a special sense of those who have spent a great part of 
their lives in working together in the same business establishment, 

§ 10. The earnings of a successful busmess, looked at from the a part of 
point of view of the business man himself, arc the aggregate of the ‘f 
earnings, firstly, of his own ability, secondly, of his plant and other 
material capital, and thirdly, of his goocWill, or business organ- from its 
ization and connection. But really it is more than the stmi of 
these : for his efficiency depends partly on his being in that par- orpaniza- 
ticular business ; and if he were to sell it at a fair price, and then ,To!lid ” 
engage himself in another busiacs.s, his income would probably be 
much diminished. The whole value of his business connection to employees 
him when working it is a notable instance of Conjuncture or Oppor- 
tunity value. It i.s mainly a product of ability and labour, though 
good fortune may have contributed to it. That part which is trans- 
ferable, and may be bought by a private individual, or by a large 
amalgamation of firms, must be entered among their costs ; and is 
in a sense a Conjuncture or Opportunity cost. 

The point of view of the employer however docs not include the 
whole gains of the business : for there is another jiart which attaches 

equally true nncl an oven more important fact that those workmen who get the highest 
wages are as n rule those who turn their employers* plant nncl material to best account 
(see VI. m. 2), and tliua enable him both to get high profits for himself and to charge 
low prices to tlie consumer. 
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vi.vui, to his pmployeps. Indeed, in some cases and for some purposes, 
nearly the whole income of a business may he regarded as a quasi- 
rent. that is an income determined for the time by the state of the 
market for its wares, w'ith but little reference to the co.st of pre- 
paring for their work the various thing.s and persons engaired in it. 

' In other words it is a composite qnnsi-rent ^ divisible among the 

different persons in the business by bargaining, .supplemented by 
custom and by notions of fairness — results which are lirought about 
causes, that bear some analog!* to those that, in early forms of 
civilization, have put the producer's surplus from the land almost 
permanently into the hands not of single individuals, Imt of culti- 
vating firms. (Thus the head clerk in a business has an aequaiiiranre 
with men and things, the use of which he could in .'ome ea'^C' sell 
at a high price to rival firms. But in other ca.ses it is of a kind to 
be of no value save to the business in which he already is ; and then 
his departure would perhaps injure it by several times the value of 
his salary, while probably he could not get half that salary else- 
where.^ ^ 

iviiPn It is important to see how the position of such employees differs 
be others, whose sendees would be of almost equal value 

no such to any business in a large trade. The income of one of these in any 
!pi'’a9*ront eon.'i.sts, as we have seen, partly of a recompense for the 
em 'lovcee' incurred liy the work of that week, and partly of a qua^i- 

eki!i ■ rent of his specialized skill and ability : and, assuming comjjetition 
on*fh^* to be perfectly efficient, this quasi-rent is determined by the prae 
^^spenty which either his present employers, or any other, would I'c wdliiig 
trade in to pay for his services in the state in which the market for their 
general, ware.s is during that week. The prices, that have to be paid for 

given work of a given kind, beinsr thus determined by the general 
conditions of the trade, these prices enter into the direct outgoiuas 
which have to be deducted from its gross earnings in order to a'-cer- 
tain the quasi-rent of this particular firm at the time : but in the 
rise or fall of that quasi-rent the employees would have no i-hare. 
In fact however competition is not thus perfectly efficient. Even 

' Comparp V, x. 8. 

* When a firm ha^ ft spofinlitj of ilB own, many even of its ortlinnry workmen 
would IoM> a meat part of their woifes by cioinp away, and at the same time iii|iue tlic 
firm seriously. 'Jlie tliief clerk may be taken into partnersliip, and the whole of the 
employee* may br* paid partly by ft ehare m the profits of the conceni ; f'Ut wlierher 
this >fe done or not, their euimnps are determined, not so much by comjx‘tition anri the 
direct action of the law of subMitnlion, as by a harpain between them and tluMr eni* 
plovers, the terms of which are tlicorctically arbitrary. In practice howe\er they will 
probably be posemed by a dc&ireto *’ do wlint is npht,*’ that is, to apree on nients 
that represent the normal earnmps of such ability, induHtrj- and special iMinint^ .is 
tho cmplojces bevcrally posscps, with somethinp added if the fortunes of the liiiu aio 
good, and something subtracted if tliey are bad. 
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where t.he same price is paid all over the market for the same work vi, vm, 
with the same machinery, the prosperity of a firm increases the 
chance of advancement for each of its employees, and also his chance 
of continuous employment when trade is slack, and much-coveted 
overtime when trade is good. 

Thus there is de facto some sort of profit-and-loss sharing between Profit- 
almost every business and its employees; and perhaps this is in its **’“""*• 
very highest form when, without being embodied in a definite con- 
tract, the solidarity of interests between those who work together 
in the same business is recognized with cordial generosity as the 
result of true brotherly feeling. But such cases are not very common ; 
and as a rule the relations between employers and employed are 
raised to a higher plane both economically and morally by the adop- 
tion of the system of profit-sharing; especially when it is regarded ' 
as but a step towards the still higher but much more difficult level } 
of true co-operation. 

If the employers in any trade act together and so do the em- combinn- 
ployed, the solution of the problem of wages becomes indeterminate ; ^ 

and there is nothing but bargai^g to decide the exact shares in 
which the excess of its incomings over its outgoings for the time empi^ees. 
should be divided between employers and employed. Leaving out 
of account industries which arc being supenseded, no lowering of 
wages will be permanently in the interest of employers, which drives 
many skilled workers to other markets, or even to other industries 
in which they abandon the special eaniings of skill; and wages 
must be high enough in an average year to attract young people to 
the trade. This sets lower limits to wages, and upper limits are set 
by corresponding necessities as to the supply of capital and business 
power. But what point between these limits should be taken at 
any time can be decided only by higgling and bargaining ; which are 
however likely to be tempered somcuhat by ethico-prudential con- 
siderations, especially if there be a good court of conciliation in the 
trade. 

The problem is in practice even more complex. For each group 
of employees is likely to have its own union, and to fight for its own 
hand. The’employers act as buffers : but a strike for higher wages 
on the part of one group may, in effect, deplete the wages of some 
other group almost as much as the employers’ profits. 

This is not a fitting place for a study of the causes and effects 
of trade combinations and of alliances and counter-alliances among 
employers and employed, as well as among traders and manufac- 
turers. They present a succession of picturesque incidents and 
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VI, vni, romantic transformations, which arrest public attention and seem 
to indicate a coming change of our social arrangements now in one 
direction and now in another; and their importance is certainly 
great and grows rapidly. But it is apt to be exaggerated ; for indeed 
many of them are little more than eddies, such as have always flut- 
tered over the surface of progress. And though they are on a larger 
and more imposing scale in this modern age than before ; yet now, 
as ever, the main body of movement depends on the deep silent 
strong stream of the tendencies of normal distribution and exchange ; 
which “ are not seen,” but which control the course of those episodes 
which “ are seen.” For even in conciliation and arbitration, the 
central difficulty is to discover what is that normal level from which 
the decisions of the court must not depart far under penalty of 
destroying their own authority. 



CHAPTER IX 


RENT OF LAND 

§ 1. It has been argued in Book V. that the rent of land is no vi, ix, i. 
unique fact, but simply the chief species of a large genus of economic ;yg"^|n 
phenomena; and that the theory of the rent of land is no isolated by mip- 
economic doctrine, but merely one of the chief applications of a bg 
particular corollary from the general theory of demand and supply; 
that there is a continuous gradation from the true rent of those owners, 
free gifts which have been appropriated by man, through the income ^^^cstiona 
derived from permanent improvements of the soil, to those yielded nflectmg 
by farm and factory buildings, steam-engines and less durable goods. 

In this and the following chapter wc are to make a special study of 
the net income of land. That study has two parts. One part 
relates to the total quantity of the net income, or producer’s surplus 
from land : the other to the way in which this income is distributed 
between those who have an interest in the land. The first is general, 
whatever be the form of land tenure. We will begin with it, and 
suppose that the cullmtion of the land is undertaken by its owner. 

We may call to mind that the land has an “ inherent ” income The in. 
of heat and light and air and rain, which man cannot greatly affect; t^Cted 
and advantages of situation, many of which are wholly beyond his to the 
control, while but few of the remainder are the direct result of the properties 
investment of capital and effort in the land by its individual owners. 

These are the chief of its properties, the supply of which is not 
dependent on human effort, and which would therefore not be in- 
creased by extra rewards to that effort : and a tax on which would 
always fall exclusively on the owners.^ 

On the other Land those chemicsvl or mechanical properties of The 
the soil, on which its fertility largely depends, can be modified, and deri^d 
in extreme cases entirely changed by man’s action. But a tax on tro” per- 
the income derived from improvements which, though capable of improve- 
general application are yet slowly made and slowly exhausted, would 
not appreciably affect the supply of them during a short period, nor 
therefore the supply of produce due to them. It would consequently 
fall in the main on the owner ; a leaseholder being regarded for the 

* But compare V. XT. 2 for exceptions to the rulo as to situation rent. 
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time as owner, subject to a mortgage. In a long period, however, it 
would diminish the supply of them, would raise the normal supply 
price of produce and fall on the consumer. 

§ 2. Now let us revert to our study of the tendency to diminishing 
return in agriculture in the fourth Book ; still supposing that the 
owner of the land undertakes its cultivation, so that our reasoning 
may be general, and independent of the incidents of particular forms 
of land tenure. 

\Vc saw how the return to successive doses of capital and labour, 
though it may increase for the first few doses, will begin to diminish, 
when the land is already well cultivated. The cultivator continues 
to apply additional capital and labour, till be reaches a point at 
which the return is only just sufficient to repay his outlay and 
reward him for his own work. That will be the dose on the margin 
of cultivation, whether it happens to be applied to rich or to poor 
land ; an amount equal to the return to it will be required, and will 
be sufficient to repay him for each of his previous doses. The excess 
of the gross produce over this amount is his producer’s surplus. 

Ho looks forward as far as he can ; but it is seldom possible to 
look forward very far. And at any given time he takes for granted 
all that richness of tho soil which results from permanent improve- 
ments and the income (or quasi-rent) derived from those improve- 
ments, together with that due to the original qualities of the soil, 
constitutes his producer’s surplus or rent. Henceforth it is only the 
income derived from new investments that appears as earnings .and 
profits : he carries these new investments up to the margin of 
profitableness ; and his producer’s surplus or rent is the excess of 
the gross income from the improved land over wh.at is required to 
remunerate him for tho fresh doses of capital and labour he annually 
applies. 

^ This surplus depends o n, firstly , tho richne ss of th o land, and 
[secondly, the relativ e values" of thoseniinl^rwhiph he h.isln sell 
and" of tho se^tjua gs wffi ich he need.s to hiiv.. Therichnc^onertilit}' 
bf the land, wo have seen, cannot be measured absolutely, for it 
varies with the nature of the crops raised, and with the methods 
and intensity of cultivation. Two pieces of land cultivated even 
by the same man with equal expenditures of capital and labour, arc 
likely, if they yield equal crops of barley, to give unequal crops of 
wheat; if they return equal crops of wheat when cultivated slightly 
or in a primitive fashion, they are likely to yield unequal crops when 
cultivated intensively, or on modem methods. Further, the prices 
at which the various requisites of the farm can be bought, and its 
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various products sold, depeud on the industrial environment; and vi,nc, 3. 
changes in that are continually changing the relative values of 
different crops and therefore the relative values of land in different 
situations. 

^tly, rvc suppose t he c ultivator to be of normal ability relatively Tho 
to the tasirhe has unflertakc ^and the circumstances of time and must £ 0 °” 
place, y If he is of less ability hi^ctual gross produce will be less 
than that tvhich normally should come from the land : it will be noi-mai 
yielding to him less than its true producer’s surplus. If, on 
contrary, he is of more than normal ability, he will be getting in 
addition to the producer’s surplus due to the land, some producer’s 
surplus due to rare ability. 

§ 3. We have already traced in some detail the way in which a A rise in 
rise in the value of agricultural pi-oduce increases the producer’s vaUi'o of 
surplus, measured in terms of produce, from all lands, but especially produco 
from those where the tendency to diminishing return acts but faiao™tiie 
feebly.^ We have seen that generally speaking it raises the value of y'luoof 
poor lands relatively to rich ; or in other words, that if a person the sur- 
anticipates a rise in the value of produce, he may expect a larger 
future income from investing a given sum of money in poor land at 
present prices than from investing it in rich land.* 

Next, tho real value of the producer’s surplus, i.e. its value and its reel 
measured in terms of general purchasing power, will rise relatively to 
its produce value, in the same ratio as the value of produce measured 
in the same way has risen : that is to say, a rise in the value of 
produce causes a double rise in the value of producer’s surplus. 

The term the “ real value ” of produce is indeed ambiguous. Necessity 
Historically it has most often been used to mean the real value from 
the point of view of the consumer. This use is rather dangerous : bouocn 
for there are some purposes for which it is better to consider real the Sou” 
value from the point of view of the producer. But with this caution ' “'’f 
wc may xise the term labour-value ” to express the amount of and in its 
labour of a given kind that the produce will pmchase; and real JlStasing 
value ” to mean the amount of necessaries, comforts, and luxuries i'o«er. 


^ IV. HI. 3. Thus wc SCO llmt if the vulue of proiliu’c ribcs fioin OH' to OU 
(fljrs. 12, 13, 14), 60 that wliilo an amount of produce OH was required to remunerate 
a doso of capital niul luhour lieforo the riee, an amount OH' would suiliee after the rise, 
then tho producer’s surpltis will be inci'cased a littlo in the (‘Obc of lands of tlic class 
re]>rosentcd in fii;. 12, with rogaitl to which the tendency to diminishing return acts 
quickly; mueli moro w’itli regard to the second class of lands (lig. 13), and most of 
all wilii regard to tho third class (lig. 14). 

^ Jb. § 4. Coiiqiaring two jjieers of land (Ggs. 16 anil 17) with regard to which the 
tendency to dimiiiialiing return acts in a similar way, but of which the first is rich and 
tho second poor, wo found tluit the rise of producer’s burphis from AHC to 
caused by a risu in tho price u£ produce in tlie ratio OH to OH', was much laiger in 
proportion in the second case. 
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of life that a given amount of produce will purchase. A rise in the 
lahour-value of raw produce may imply an increasing pressure of 
population on the means of subsistence ; and a rise of the producer’s 
surplus from land due to that cause goes together with, and is a 
sort of measure of, the degradation of the people. But if, on the 
other hand, the rise in the real value of raw produce has been caused 
by an improvement of the aits of production, other than agricul- 
tural, it will probably be accompanied by a rise in the purchasing 
power of wages. 

§ 4. In all this it has been clear that the producer’s surplus from 
land is not evidence of the greatness of the bounty of nature, as was 
held by the Physiocrats and in a more modified form by Adam 
Smith : it is evidence of the limitations of that bounty. But it 
must be remembered that inequalities of situation relatively to the 
best markets arc just as powerful causes of inequalities of producer’s 
surplus, as are inequalities of absolute productiveness.^ 

/ This truth and its chief consequences, many of which seem now 
[so obvious, were first made manifest by Ricardo. He delighted to 
argue that no surplus can be reaped from the ownership of those of 
nature’s gifts the supjily of which is everywhere practically un- 
limited : and in particular that there would be no surplus from land 
if there were an unlimited supply of it all equally fertile and all 
equally accessible. He carried this argument further, and showed 
that an improvement in the arts of cultivation, equally applicable 
to all soils (which is equivalent to a general increase in the natural 
fertility of land), will be nearly sure to lower the aggregate corn- 
surplus and quite sure to lower the aggregate real surplus derived 


. lujipaioj nearly tJic eamo jict pneo in wiiatnvpr part of J’Jng 

hO'is. For tills reason English ceonomistH have ascribed to fertility the first rank 
among the causes which determiuc the value of agrieuliural land; and luwe treated 
Bitiiation as of secondary imjxjrtance. They have tlicrcforc often reguith’d the pro- 
ducer s surplus, or reiiial value, of land us the excess of tho produce wliieh it yields, 
over wliat is returned to equal capital and labour (applied with c*qiial skill) tu land 
that is so barren as to ho on tlie inariiin of cultivation ; without taking the trouble to 
state explicitly either that the two piec<‘a of laiul must he in the same neiglihnurhotid, 
OT that separate allowance must lie made for differeneos in tho expense of markctiiar. 
But this method of speaking did not eome naturally to economists in new countries, 
where the richest land might lie uncullh'ated, bocauso it had not good access to murkcls. 
l o them situation appeared at least equally iinporlant with fertility in dctpiminliv' 
the value of land. In their view lantl on the margin of cultivation, was land far from 
markets ; and, especially, land far from railways that lead to good markets : aiul the 
producer B surplus prosonted itself to them u« tho oxceas voluc of the iiroilucc from well- 
situated ^nd over that which equal labour, eapital (and skill), woiiM get on the worst- 
situated land ; allowance being of courao made for difforenees of fertility, if necessary. 
In this acMo tho im ted States ctimiot any longer bo regarded aa a now country : tor 
ail tho boat land is taken up. and nearly ail of it has obtained occosa by cheap roilwaya 
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from tlie land that supplies a given population with raw produce, vi. ix. 4. 
He also pointed out that, if the improvements affected chiefly thoseii 
lands that were already the richest, it might raise the aggregate'! 
surplus; but that, if it affected chiefly the poorer class of lands, it 
would lower that aggregate very mucL 

It is quite consistent with this proposition to admit that an 
improvement in the arts of cultivation of the land of England now 
would raise the aggregate surplus from her land, because it would 
increase the produce without materially lowering its price, unless it 
were accompanied by a similar improvement in those countries from 
which she imports raw produce ; or, which comes to the same thing 
for this purpose, by an improvement in the means of communication 
with them. And as Ricardo himself says, improvements that apply 
equally to all the land supplying the same market, “ as they give a 
great stimulus to population, and at the same time enable us to 
cultivate poorer lands with less labour, are ultimately of immense 
advantage to the landlords.” ^ 

There is some interest in the attempt to distinguish that part oftoriginai 
the value of land which is the result of man’s labour, from that whichj®"^^;,,^^ 
is due to the original bounty of nature. Part of its value is causedm''®P®r‘“a 
by highways and other improvements that were made for the generair " ‘ 
purposes of the country, and are not a special charge on its agri- \ 
culture. Counting these in. List, Carey, Bastiat and others contend 
that the expense of bringing land from its original to its present 
condition would exceed the whole value it has now; and hence 
they argue that all of its value is due to man’s labour. Their facts 
may be disputed; but they are really not relevant to their con- 
clusions. What is wanted for their argument is that the present 
value of land should not exceed the expense, in so far as it can 
properly be charged to agricultural account, of bringing the land 
from its original condition to one in which it would be as fertile and 
generally useful for agricultural purposes as it now is. Many of the 
changes wrought in it were made to suit agricultural methods that 
are long since obsolete ; and some of them even deduct from, rather 
than add to, the value of the land. And further, the expenses of 
making the change must be the net expenses after adding indeed 
interest on the gradual outlay, but also after deducting the aggregate 
value of the extra produce which has, from first to last, been attribut- 
able to the improvement. The value of land in a well-peopled district 
is generally much greater than these expemscs, and often many times 
as great. 


* Footnote to his third Chapter. 
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I § 5. The argument of this chapter so far is applicable to all sys- 
tems of land tenure, which recognize private ownership of land in 
any form; for it is concerned with that producer’s surplus, which 
accrues to the owner if he cultivates his land himself; or, if he does 
not, then accrues to him and his tenants, regarded as a firm engaged 
in the business of cultivation. Thus it holds true, whatever be the 
division which custom or law or contract may have arranged between 
them with regard to their several shares of the cost of cultivation on 
the one hand, and the fruits of the cultivation on the other. Tho 
greater part of it is also independent of the stage of economic develop- 
ment which has been reached; and it is valid even if little or no 
produce is sent to market, and dues arc levied in kind and so on.^ 

At the present day, in those parts of England where custom and 
sentiment count for least, and free competition and enterprise for 
most in the bargaining for the use of land, it is commonly undei'stood 
that tho landlord supplies, and in some measure maintains, those 
improvements which are slowly made and slowly worn out. That 
'being done, he requires of his tenant the whole producer’s surplus 
I which the land thus equipped is estimated to afford in a year of 
normal harvests and normal prices, after deducting enough to replace 
jthe farmer’s capital with normal profits, the farmer standing to lose 
in bad years and gain in good years. In this estimate it is implicitly 
assumed that the fanner is a man of normal ability and enterprise 
for that class of holding; and therefore, if he rises above that stan- 
dard, he will himself reap the benefit ; and if ho falls below it will 
himself bear the loss, and perhaps ultimately leave the farm. In 
other words, that part of the income derived from the land 
which the landlord obtains, is governed, for all periods of 
moderate length, mainly by the market for the produce, with but 
little reference to the co.st of providing the various agents employed 
in raising it; and it therefore is of the nature of a rent. And that 
part which the tenant retains, is to be regarded, even for short 
periods, as profits entering directly into the normal price of the 
produce ; because the produce would not be raised unless it were 
expected to yield those profits. 

^ memorable statement oC the law of rent {Taxee and Conlributiont, iv. 13) 

is so ivortiod us to apply to all forms of tenure anti to nil stages of civiluiitlon ; — 
“ Suppose a man could with Ida own hands plant n certain scopo of Land with Corn, 
that is, could Digg, or no«f»h; Harrow, Woutl, Ueup, Carry homo, Thresh, and 
Winnow, so much as tho Uusl>andry of this Land requires; and hud witlinl Seed 
wherewith to sow tho same. I say, that when tliis imm imtli subducted his seed out 
of tho pi'occod of Ids Harvest, and also wlmt himself hath both oaten and given tu 
others in oxcbaiigo for ClothoB, and other Natural ncccBsaries; that tho Homaiuder 
of Corn, is tho natural and truo Kent of tho Land for that year; and the medium of 
seven years, or rather of so many years as make up the Cycle, within winch Dcnrtli-a 
and Plenties make their revolution, doth give the ordinary Kent of the Land in Corn.” 
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The more fully therefore the distinctively English features of vi, ix, s. 
land tenure are developed, the more nearly is it true that the line 
of division between the tenant’s and the landlord’s share coincides 
with the deepest and most important line of cleavage in economic 
theory.^ This fact perhaps more than any other -was the cause of 
the ascendancy of English economic theory early in this century; 
it helped English economists to pioneer the way so far ahead, that 
even in our own generation, when as much intellectual activity has 
been devoted to economic studies in other countries as in England, 
nearly all the new constructive ideas are found to be but develop- 
ments of others which were latent in the older English work. 

The fact itself appears accidental : but perhaps it was not. Eor 
this particular line of cleavage involves less friction, less waste of 
time and trouble in chocks and counter checks than any other. It 
may be doubted whether the so-called English system will endure. 

It has great disadvantages, and it may not bo found the best in a 
future stage of civilization. But when we come to compare it with 
other systems, we shall see that it afforded great advantages to a 
country, which pioneered the way for the world in the development 
of free enterprise ; and which therefore was impelled early to adopt 
all such changes as give freedom and vigour, elasticity and strength. 

^ In teclinical language it ia the distinction between the quaai'ients which do not) 
and the profita which do, directly enter into the normal supply prices of produce for 
periods of moderate length. 
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§ 1. In early times, and in some backward countries even in out 
own age, all rights to property depend on general understandings 
rather than on precise laws and documents. In so far as these 
understandings can be reduced to definite terms and expressed in 
the language of modem business, they are generally to the following 
effect The ownership of land is vested, not in an individual, but 
in a firm of which one member or group of members is the sleeping 
partner, while another member or group of members (it may be a 
whole family) is the working partner.^ 

The sleeping partner is sometimes the ruler of the State, some- 
times he is an individual who inherits what was once the duty of 
collecting the payments due to this ruler from the cultivators of a 
certain part of the soil; but what, in the course of silent time, has 
become a right of ownership, more or less definite, more or less 
absolute. If, as is generally the case, he retains the duty to make 
certain payments to the ruler of the State, the partnership may be 
regarded as containing three members, of whom two are sleeping 


partners.* 

and Ilia The sleeping partner, or one of them, is gimerally called the jiro- 
of ti?e prietor, or landholder or landlord, or even the landowner. But this 
produce jg an iiicorrcct way of sjieakmg, when he is restrained by law, or by 
true rent, custom which has nearly the force of law, from turning the culti- 


' Tho sleeping partner may be a village conmmnity; but ri'cent invcstiualiotis, 
ospcuially tlioae of Air. Souhohra, have ci\Tn chuho for bulicvin" lluit tho roiniiiunitios 
were not often “ froo ” and ultimate owuonj of tho land. For ii Humniary of tin' 
tpoversy aa to tho })art which tho village coiunjiiniLy linn played in thi* liisloiy of 
England tho reader ia nderred to the liral <-hu))tcr of Asliley's Evaitomir 
Mimtioii hiiH nlrcnd^t been mmlo of the wiiya in wliicli priniilivo forma of tlivided 
ownorship of tlio land hinden*d progroHK, J. ii. 

^ The firm niny bo further enlarged by the introductinn of nii interiue'linry who 
colloctB pa^meiUti from u number of vuUivatorB, uad ufier (kducliiig a certain Bhare, 
hands them over to the liead of the firm, lie ia not a middleman in the sense in wliit'h 
the word is used ordinarily in England ; that is, ho is nob a KLib-eontractor, liable to 
be dismissed at tho end of a definito pcri&l for wliieh ho has eontruQted to collect 
tho payments. Ho is n partner in tlic flrin» liaving rigiita in tho laud as real ns tho.se 
of the head partner, though, it may bo, of inferior value. Tho caso may bo even 
more complex than tliia. There may be many intermediate holders between Iho 
actual cultivators and the jjerson who liolds direct from tlio State, Tho aetiiul eulti- 
vfttora also vary greatly in tho rlmracler of their interests; some having a right to sit 
at fixed rents and to bo altogether exempt from enlianccinont, some to ait at rcnls 
wliieh are onlmncoablo only under certain j)ruBCTibod conditions, some being lueri' 
tenams from year to your. 



CUSTOM NOW AND IN EARLY TIMES 


631 


vator out of the holding by an arbitrary increase of the pajnnents vi, x, 2 . 
exacted from him or by any other means. In that case the property 
in the land vests not in him alone, but in the whole of the firm of 
which he is only the sleeping partner, the payment made by the 
working partner is not a rent at all, but is that fixed sum, or that 
part of the gross proceeds, as the case may be, which the constitution 
of the firm binds him to pay ; and, in so far as the custom or law 
which regulates these payments is fixed and unalterable, the theory 
of rent has but little direct application. 

§ 2. But in fact the payments and dues, which custom is supposed But 
to stcreotyi^e, nearly always contain elements which are incapable 
of precise definition ; while the accounts of them handed down by 
tradition arc embodied in loose and vague impressions, or at best arc than at 
expressed in words that make no attempt at scientific exactness.^ Ippoara 
We can watch the influence of this vagueness in the agreements nan. shown 
between landlord and tenant even in modern England ; for they ^ 
have always been interpreted by the aid of customs, which have 
ever been imperceptibly growing and dwindling again, to meet the 
changing exigencies of successive generations. We change our 
customs more quickly than our forefathers did, and we are more 
conscious of our changes and more willing to convert our customs 
into legal enactments, and to make them uniform.® 

At the present day, in spite of minute legislation and carcfully’teven now 
drawn agreements, there remains a wide margin of uncerlainty as toP“ 
the amount of capital which the landlord will from time to time/rt-ntstotho 
invest in maintaining and extending the farm buildings and otIicijth“'a'Uing 
improvements. It is in these matters, quite as much as in his direct 

^ 1 ’ -11 1 1 -iTii the larnL 

money relations tNuth the tenant, that the {generous and liberal is partly 
landlord shows himself; and, what is specially important for the 
general argument of this chapter, alterations in the real net rent tonseioua. 
required of the tenant are as often made by a quiet readjastment of 
the shares of the expenses of working the farm that are borne by 


^ Prof. Maitlainl in tho artii lo ou Couti in llu* iJirfiourt/i/ uj Volitkal Ht'oiuimy 
ohbcrvfs that *’ wt* slinll iiL'ver know liovv fur tlie toiiuK' of lla* mialiiUViil tenant was 
precarious until those dorumonts have heon oxaniinrd/’ 

^ Thus Mr. i’nsiy’s Committee ol tho Houw of CoiumouH in 1818 rciiortod, “ That 
different usages have long prtwTiiled in lUfferont counties and ilistricth of the country, 
conferring a claim' on an outgoing Uuuint for various o[}eratioiis of husbandry. . . , 
That these local usages arc imported into leases or ngiccinrntB, . . . unless tho terms of 
tho agreement expressly, or by imphcalioii, nogatu’c such a iirosumpliun. 'I’liat in 
ecrlain parts of tho country a modern usage has sprung up, w liioh confers a right on 
tho outgoing tenant to bo reimbursed certain expenses . . . other than thosu tibovo 
roforred to. . . . 'L'hnt this usago appears to have grown out of improved unci s]>irited 
systems of funning, involving a large outlay of ea])itnl. . . . 'I'liat tlieso [nowj usages 
have gradually grown into general acceptance in ceitain districts, until they hnvo 
ultimately boeomo rooognizpd there as tho custom of tho country.*’ Many of them 
are now enforced by law. See below, § 10. 
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the landlord and the tenant as by a change in the money rent. 
Thus corporate bodies and many large private landou'iiurs often let 
their tenants go on from year to year, without any attempt to make 
the money rents follow the changes in the real letting value of the 
land; and there are many fanns which are not let on lease and yet 
the rent of which has nominally remained unchanged during tho 
agricultural inflation which culminated in 1874, and duriim the 
depression which followed. But in the earlier period the farmer, 
who knew he was under-rented, could not put pressure on his land- 
lord to lay out capital in drainage or new buildings or even in 
repairs, and had to humour him as regards the game and in other 
matters; while just now the landlord, who has a steady tenant, will 
do many things, that are not stipulated for in the agreement, in 
order to retain him. Thus, while the money rent has remained 
stationary, the real rent has changed. 

This fact is an important illustration of the general proposition, 
that the economic theory of rent, the Bicardian theory as it is 
sometimes called, does not apply to modern English land tenure 
without many corrections and limitations both as regards siil)stance 
and form; and that a further e.vtension of these corrections mid 
limitations will make the theory applicable to all forms of hloditevitl 
and Oriental land tenure, in which any sort of private ownersliip is 
recognized. The diffcroiicc is only one of degree, 

§ 3. But the difference of degree is very great. Tliis is partly 
because in primitive times and backward countries the sway of 
custom is more undisputed; partly because, in tho ab.senco of 
scientific history, shortlived man has little better means of ascer- 
taining whether custom is quietly changing, than the fly, born 
to-day and dead to-morrow, has of watching tho growth of the plant 
on which it rests. But the chief reason is that the conditions of 
partnership were expre.s,sed in terms which were seldom capable of 
exact definition and moasurenient. 

For the share of the senior partner in the firm, or the landlord 
as we may for shortness call him. generally included (either witli or 
without a right to a certain share of the produce) the riglit to claim 
certain labour services and dues, tolls and prc.sents ; and tho amount 
which he obtained under each of those heads varied from time to 
time, from place to place, and from one landlord to another. AVhen- 
ever payments of all kinds made Iry the cultivator left him a mai^in 
beyond the necessaries of life for biin and his family, together witli 
those comforts and luxuries which were established by custom, the 
landlord was likely to use his superior strength to raise the payments 
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in some form or other. If the cliicf payments were a certain share* vi, x, 3. 
of the produce, he might increase that share : but, as that could 
seldom be done without an appearance of violence, he would be 
more likely to increase the number and weight of his minor imposts, 
or to insist that the land be more intensively cultivated, and a larger 
part of it be given to crops that cost much labour and are of great 
value. Tims changes went on, .smoothly for the most part, silently 
and almost imperceptibly, like the hour-hand of a clock; but in 
the long run they were very thorough.’- 

The protection which custom afforded to the tenant was not The 
indeed unimportant even as regards these dues. For he always of''*’ 
knew pretty well what demands he would have to meet at any par- sustom. 
ticulax time. The moral sense of all around him, high and low, 
protested against any attempt on the part of his landlord to make a 
sudden and violent increase in the payments and dues, the tolls 
and fines which were recognized as usual ; and thus custom rounded 
off the edges of change. 

It is moreover true that these vague and variable elements of 
rent were generally but a small part of the whole ; and that in those 
not very rare cases in which the money rent remained fixed for very 
long periods together, the tenant had a kind of partnership in the 
soil, which he owed partly to the forbearance of his landlord if it 
happened that the true net value of the land had risen, but partly 
also to the constraining force of custom and public opinion. This 
force in some measure resembled the force which holds raindrops on 
the lower edge of a window frame : the rejiose is complete till the 
window is violently .shaken, and then they fall together; and in like 
way the legal rights of the landlord which had long lain latent were 
sometimes brought suddenly into action in a period of great economic 
change.* 

^ Tims tlio viilcio of n srivicc of a ccrlaiu iiumhrr of clays’ work would depend 
portly on (hr* proinpliioss with «hi«*h (lie Iidioiirer left Ins own ImyficM when called (o 
tiial of Ills laiidloid, and on (lio energy lu* put into his work. His own ri^dits, such as 
that of I'ultinif >\no«l or turf, woro ehislM*; and so were those of his landlord which 
bound him tn allow llnckH nf to devour his crops unmolested, to ^rind his com 

in tlu' lord's mill, (uid to pay tolls Icvidl on the lord's bridges and in his markets. 

Next, the lines or presents, or ** ahwnbs ” as they arc* called in India, whioli tho tenant 
migid I>c calli'il on lo pay, wore more or less clustiv, not only in their amounts but in 
tiiu occasiuns on \Nhich they wt'ru lc\ied. Under the Moguls tho tenants in chief had 
often to pay a vast nuinhor of such imposts in addition to their nominal!}'' fixed share 
of tho ])roduce : and they ])assc(.l thesu on, incrcaseil in weight and wibli additions of 
their own, to the inferior tenants. Tho Untisli CJoi’ernmcnt hos not levied them itsolf ; 
but it has not been able, in spito of many oITorts, to protect the inferior tenants from 
them. X''oi' iiiRtonec, in some parts of Orissa, Sir \V. W. Hunter found that tho tenants 
had to ])ny, besides their customary rent, 33 different cesses. They paid whenever 
one of their children married, they jitiid for leave to creet embankments, to grow 
sugnr-rniic, to attend the festival of Juggernaut, etc. (Oriswi, i. 55-9.) 

® In India at tho pri\sent (ime we see very vorious forms of tenure existing aide by 
side, sometimes under tliu saiiie name and sometimes under difEcrenb names. There 
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§ 4. The question whether the payments made by the cultivator 
for the use of his land should be reckoned in money or in produce 

RTC places in Inch the rfti\ ats and the superior holders o\\ n between them the property 
in tiic land subject to dcfmito dues to Government, and whore tho rni^nt is safe not 
onU from being ejected, but also from beii^ compelled b\ fear of ^ lolcncc to paj over 
to his hiipcrior holder more than tliat shaie of tlio producer’s surplus, winch custom 
stricth prescribes In that case the payment which he makes is, ns has aliendv been 
said, simph tho handing o\ei to tho other partner in the hrm of that shau of the 
receipts of tho firm wliieli under tlio unwritten deed of pnrlnersliip belongs to him 
It 18 not a rent nt all This form of tenure, however, exists onlv in thosi parts of 
Bengal m which there have been no great leeeiit dislocations of tlie peojile and in 
winch the police arc aulhcicntlv active and upright to privcnt the suponoi holdcis 
fi om tvmnni/mg over llie inferior 

In the greater part of India tho cultivator holds dircctl\ from the Government 
nndoi a lease tho terms of which can be revised ot intervals And the principle on 
which those leases aie airangid, cspe<mlK in the Xorth'West ami \oith 1 ast, where 
new land is licing settled, is to adjust the annual pnvments due for it to the probable 
buipliis Pioduce of the land after deducting tho cultivator s nccresaiies ami his hill 
luxiiiits afLording to the ciistomaiv standard of the place and on the svippoMli n 
tint he cultivates with tlie cnergv and skill that aic normal in that place I iius as 
hetween man and man in the bamc plvoe the charge is of the natme of cconomi if nt 
But, since uncquol clioigcs will be levied m two distucts of equal fertility, of win li 
ono is cultivated bj a vigoious and the othci bv a fctlik pojiulntion its method of 
adjustment as hetween diUdcnt d»stiicts is lather that of a tax, than n icnt Tor 
+a\es are supposed to bo appoitioned to the net ineomo which aciiiallv is c iin cl nn 1 
lents to that wliich vcould bo Gained bv an individual of noimal nbihlv a succo^^fiil 
trader v\iU pav on ten times as laige on actual mcomi ten times as Inige a tax as liis 
noulibour who li\ cs in equillv advantageous pie mists ond jiavs equal icnts 

ihc. whole hi''tnr\ of In lio tccords little of that quiet st ibilitv whnli Ins come over 
the rural pvits of 1 ngland Since wai famine and phguo have tevsed to visit us l\ 
tensive movements seem to have been ncnilv alwavs m jiio irss putiv m conse 
quence of tlie utiuienee ot famines (foi as the Slalistn il \tl i^of Indiii shows tiu re 
aie verv few di-stiuts which have not bein visited at least onec b\ a seveu fiimino 
dining this (entm\ ) pvrtlv of thedovast iting wais which ont act oi conqucrois aft' i 
anothci has Hitlif t< d on tho patient people andpaitlv or Die ropi bti with wine liih 
iichcst land itvcrt'* to u Duck jungle Ihe Jml which has siippoitcd Die ) ii i 
populitioii IS tint which, when depmed of Us hunum iiilialiitants most qim k!\ pio 
vidcs shaciv hiiliouis foi wild bewt'., foi venomous snikes, oiicl foi malini, theso 
pi event the rc twin of tlio lefugc vs to tin ii old home s an I cause them oftc n to wanclei 
fni befoic thev si^ttlc ^^hcn Iind has been dcpojMil il 1 those wbohui thecfiitiol 
ovci it, wbctliei the ( ovcinmcnt or piivate jMisons, oiUi \ii> fuvouiibk turns m 
oiilci to atliact ( iiltiv vlois fiom cisewh n, this compi tition foi tinmtsvcjv inu li 
influences the k lations of cwliiv itois xiid supi iioi liokh i*> foi a 1 jng distiim i ii un I 
fliem, anil ilieicioic, in addition to the < hinges of custom ir\ tt nine, wliic li, 1 1i ai^h 
impal]mbln at aiu time hive been alw ivs goin^, on, tlieic hue been m nlmu^t i \uv 
phucinanv cpoi lis in wlin h the (ontinuitv ivcnofllu toimcr custom lias 1 ecn 1 iolv« n 
and keen coiiqjelitiou h is ic igne<l biqncnu 

llus( disiDi).!!]!^ fours ot war iiniiiie and pligijc weio ficqiient in meiliival 
Enghnd but their violence wvs less \iid tiiithii, tbi lati of movement nt ncailv 
all ill iive^ 111 Jiidi 1 has Iji cn gic itci than Ji would hav o been if ilic av ciago jx no I 
of a cnir lation >\i H as lon_ u'* in the coldcrchmitc of J nirlind I’evco and prosperilj 
thcrcfoic riivblc Indnn ]io|iulilions to urover fioni thiir calaniitics moio qui 1 Iv , 
mil tho ti 1 litions whicii oi h ,_ciic ration holds of the doings of its fntliiis and gi ind 
fvtlu IS lun I) ick f n ashoit j tiinf* so ihxt usi„cs ot conipuraUviU recent giowlli irc 
moie ( isiK IhIuvoI to luve tin smction ot antiquaj t Imngo can move taster 
without Ixing lecouni/ed as choiigr 

'\Iodcjn ini]>sisiint lie n[»phcd to the contemporarj conditions of land tenure in 
Jndi i 111 I otlic 1 Oiicntal coiiiiii ics, the evidcnc c as to w Inch w o can examine and iioss 
cxiiniiii m siu h a w iv as to tliiow light on the obsc uio and fiagmcntaiv iicoids ot 
incdiiv u 1 xnd tciuiics wbiilimi^ ^wdeed be examined, but cannot be cross cxuniimd 
liKH is of coiuso gicat dnngci in appljmg modem methods to piimitivo conditions 
It is L xsu 1 to imsai pl> them than to apply them lightly But iho asscition, wliii h 
h xs been sometimes made, tint tho> cannot i>t usefully applied nt all appears to be 
based on a conception of tlio aims, methoils md icsults of analysis, which has liltl. 
in common with that piesented in tliif., uiid other modern ticakses bco A Rephf in 
tho Lcanomte Jouiiird, bept ^ r 
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is of growing interest with reference to both India and England, vi, x, i. 
But we may pass it by for the present and consider the more funda- 
mental distinction between the “ English ” system of rental and or rontai 
that of holding land on “ shares,” as it is called in the New World, 
or the “ Metayer ” ^ .system as it is called in the Old. 

In a great part of Latin Europe the land is divided into holdings, has many 
which the tenant cultivates by the labour of himself and his family, 
and sometimes, though rarely, that of a few hired labourers, and and _ 
for which the landlord supplies buildings, cattle and, sometimes 
even, farm implements. In America there are few agricultural 
tenancies of any kind, but two-thirds of those few are small holdings, 
let out to white men of the poorer class, or to freed negroes, on some 
plan by which labour and capital share in the produce.* 

This plan enables a man who has next to no capital of his own n offers to 
to obtain the use of it at a lower charge than he could in any other 
way, and to have more freedom and responsibility than he would capital 
as a hired labourer; and thus the plan has many of the advantages 
of the three modern systems of co-operation, profit sharing, and 
payment by piece-work.* But though the metayer has more free- operative 
dom than the hired labourer he has less than the English farmer. 

His landlord has to spend much time and trouble, either of his own itinvoivcs 
or of a paid agent, in keeping the tenant to his work ; and he must friction, 
charge for these a large sum, which, though going by another name, 
is really earnings of management. For, when the cultivator has to 
give to his landlord half of the returns to each dose of capital and control 
labour that he applies to the land, it will not be to his interest to “anuiord is 
apply any doses the total return to which is less than twice enough siiRiit tho 

cultivation 

^ Tho term Metayer applies pmperly only to eases in wliieh tlie landlord’s share of 
the procluco is one-lmlf ; but it is usually applied lo allairanpemcnts of this kind 
ever Iho landlord’s slinro he, Jt must be diRlingiiislietl from tlio Stock Icaso system 
in whieli the landlord provided pari at least of llio stock, but the tenant managed tho 
farm entirely, at liis own risk subject (o a fixed annual payment to tlio landlord for 
land and stock. In mndKCNal Knglniid this syhlem was much used, and tlio Metayer 
system appears not to Jiavo been uiiknoivn. (Sco Refers, /Six Cciiiuries of \yoTk and 
h'arfcd, ell. X.) 

“ In 1880 7t per cent, of the farms of tho Vnitod States were cultivated by their 
owners, 18 per cent., or mnro than tw’o-tlnrds of the remainder, were rented foraslmro 
of tho produce, and only 8 per cent, wero held on tho JSimlish 8>^tein. The largest 
proportion of farms that wore cultivated by persons other than their owners were in 
tho Southern States. In somo eases the landowner — the farmer as ho is called there 
— supplies not only horses and mules, but tlicirfecd ; and in that case tho cultivator — 
who ill Praneo would ho called not a Metayer but a MaTtro Valet — is almost in the 
position of a hired labourer jiaid by a share of what ho gets; as is for instance a hired 
(isliormcin wdiosc ])ay is tho valuo of a part of tho eateh. Tho tenant’s share varies 
from one-third, wlidro tho land is rich and the crops such as to require little labour, 
to foiir-iifths, w'liero there is mucli Uibour and the landlord supplies little capital. 

There is much lo bo gained fi'om a study of the many various plans on which tlie share 
contract is based. 

® The relations hotwocn publisliep and author on tho “ lialf-profits ” system 
rcsomblo in many ivnys thoso between landlord and metayer. 
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to reward him. If, then, he is free to cultivate aa he chooses, he 
will cultivate far less intensively than on the English plan ; he will 
apply only so much capital and labour as will give him returns 
more than twice enough to repay himself ; so that his landlord will 
get a smaller share even of those returns than he would have on 
the plan of a fixed payment.^ 

This is the case in many parts of Europe, in which the tenant 
has practical fixity of tenure ; and then it is only by constant inter- 
ference that the landlord can keep up the amount of laljour he puts 
on his farm, and keep down the use he makes of the farm cattle 
for outside work, the fruits of which he docs not share with his 
landlord. 

But even in the most stationary districts the amount and cpinlirv 
of the stock which custom requires the landlord to provide arc 
being constantl}”, though imperceptibly, modified to suit the chang- 
ing relations of demand and supply. And if the tenant lias no 
fixity of tenure, the landlord can deliberately and freely arrange the 
amoimt of capital and labour supplied by the tenant and the amount 
of capital supplied by himself to suit the exigencies of each special 
casc.^ 

^ Tbifl can bo moat clearly aeon by aid of diagrams of the same lund as thoao used 
in IV. iiT. A t^'fiont'A-Hhdrc cun^e wonid be tlmwi atamling ono-lialf (or onc.third Or 
twO'thirdal asliiuh above OD as ylCdocs: tlic area below tlmt curve \vo\ilil roprcReiit 
the tenant’s share, that above the landlord’s. OH bcinc. as before, the relnm reciturcd 
to remunerate the tenant for one (lo«e: he will, if Irfi to his own ilcvicrs. not f'urry 
cultivation beyond the point at wliieh the lenant's-share enrve cuts Hi': ond the 
landlord's will therefore be n less propoiiitm of Iho returns to a sligluer euhivatioti 
than under the Knsflisli ]»lttn. UinuramK of this kind nuiy 1)0 used to illiistrotc the 
way in which Itienrdo'a analysis of the causes that jiovern ihe I'rodueer's Surplus from 
lond, apply to sy.steins of tenure other than the KaLdisli. A little further change will 
adapt them to such customs as those found in IVr^iu, where lond itself is of small 
value ; ond ’* the harvest is divided into five parts, which ore ap)>ortioned a.« follow.^, 
one part to each : ],land; 2,wntcrforirrimUion, rie, ; Ikaecd; 4,lobour; 5, l>ullock.s. 
Tlic landlord treucrnlly owns two, so he gets two-ljfihs of the harvest.” 

* This is already done in Amorira, and in many ports of Fronee ; and some pooil 
judges think that ilie practice may be extended largely, nntl infuse new life into wlmt 
a little while ago was regarded as the decaying system of ^letoyagc. If worked out 
thoroughly, it u ill resnlt in the cultivation beii^ carried just nliout as far and affording 
the landlord the same income ns he would Imvc oti tlie KiiLdisb ]ilan for ernmUy fertile 
nntl wTll-siinatetl land e<piip]>i'd with the same caj'ital. and in a place in which the 
normal ability and entiTpri‘«'e of candidates for farms is the same. 

On the elasticity of iletayagt* in Franco sec on article by lligcs and hninbelin in 
the Fconotnie Jtnmuil, l^laivh 1804; and Lcroy-iieaulieu, Itipatiitiou ticjf liirhenfot, 
ch. IV. 

Starting as in the last note, let flic Circulotlng capital supplied by the landlord bn 
represenleil liy tlio di&lance OK marked off along OD. Then, if tlic landlord controls 
the amount OK freely aiul in his own interest, and can bargain with his tenant aa to 
the amount of labour ho applies, it can lie proml pcomctricBlly that he will so adjust 
it as to force the tenant lo cultivate the land just as intensively as he would under the 
English tenure ; and Ins share will tlien be the same as under it. If he cannot modify 
the amount OK, but can still control the amount of tho tenant’s labour, then with 
certain shapes of the produce curve, tho cultivation will bo more intensi\'o than it 
would be on tho English plan; but ^e landlord’s share will be somcwdiat less. This 
paradoxical result has some scientific interest, but little practical importanoo. 
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It is obvious then that the advantages of the metayer system Vi, x, 6. 
are considerable when the holdings are very small, the tenants poor, 
and the landlords not averse to taking much trouble about small 
things : but that it is not suitable for holdings large enough to give 
scope to the enterprise of an able and responsible tenant. It is 
commonly associated with the system of peasant proprietorship; 
and we may consider that next. 

§ 5. The position of a peasant proprietor has great attractions. The 
He is free to do what he likes, he is not worried by the interference p'o^retor 
of a landlord, and the anxiety lest another should reap the fruits of ““"y 
his work and self-denial. His feeling of ownership gives him self- and many 
respect, and stability of character, and makes him provident and happiness i 
temperate in his habits. He is scarcely ever idle, and seldom regards 
his work as mere drudgery; it is all for the land that he loves 
so well. 

“ The magic of property turns sand into gold,” said Arthur but ho is 
Young. It undoubtedly has done so in many cases in which the peni^imi'^ 
proprietors have been men of exceptional energy. But such men f*nd is an 
might perhaps have done as well or better if their horizon had not blit*?n. 
been limited to the narrow hopes of a peasant proprietor. 
indeed there is another side to the picture. “ Land,” we are told, 

“ is the best savings-bank for the working man.” Sometimes it is 
the second best. But the very best is the energy of himself and 
his children: and the peasant proprietors are so intent on their 
land that they often care for little else. Many even of the richest of 
them stint the food of themselves and their families : they pride 
themselves on the re.spcctability of their houses and furniture ; but 
they live in their kitchens for economy, and are practically worse 
housed and far worse fed than the better class of English cottagers. 

And the poorest of them work hard during very long hours ; but 
they do not get through much work, because they feed themselves 
worse than the poorest English labourers. They do not understand 
that wealth is useful only as the means towards a real income of 
happiness ; they sacrifice the end to the mcans.^ 

And it must be recollected that the English labourers represent There 
the failure rather than the success of the English system. They 
are the descendants of those who for many successive generations Frenohand 

1 Tho term “ peasant proprietor ” is a very voguo one ; it includes many who by 
thrifty marriages Imvc colloctud into one hand tho results of several generations of 
liard work and patient saving ; and in Franco some of tlieso were ablo to lend freely 
to tho Government after tho great war with Germany. But tho savings of tho ordi. 
nary peasant aro on a very small scale ; and in three cases out of four his land is 
starved for want of capital : he may have a little money hoarded or invested, but no 
good grounds have been shown for believing that bo often has much. 
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VI, X, 6.‘ have not availed themselves of the opportunities by which their 
Ger^ abler and more adventurous neighbours were rising to leading posts 
jpe^nts, ^ at home, and, what is far more important, were acquiring the fee 
them^must simple of a great part of the surface of the globe. Of the causes 
mar*^iich contributed to make the English race the chief owners 

men in the of the New World, the most important is that bold enterprise which 
has made a man, who is rich enough to be a peasant proprietor. 
Now who generally refuse to be content with the humdrum life and the narrow 
descended income of a peasant. And among the causes which have fostorod 
En^ish tl'is enterprise, none is more important than the absence of tempta- 
labourcre. tjons to Wait for a petty inheritance, and to marry for the sake of 
property rather than in the free exercise of individual choice — 
temptations which have often dulled the energy of youth in places 
in which peasant properties have predominated. 

The It is partly in consequence of the absence of these temptations 

Uiraer.™ “ farmers ” of America, though they arc men of the working 

class cultivating their own land with their own hands, do not resemble 
“ peasant proprietors.” They invest their income freely and wisely 
in developing the energies of themselves and their children; and 
these energies constitute the chief part of their capital, for their 
land generally is as yet of but little value. Their minds are always 
active, and though many of them have little technical knowledge of 
agriculture, their acutone&s and versatility enable them to find out 
almost unerringly the best solution of the problem immediately 
before them. 

American That problem is generally to obtain a produce large in proportion 
ruitivn * labour .spent on it, though small in proportion to the abundant 

tion. land at their disposal. In some parts of America, however, in w'hich 
land is beginning to got a scarcity value, and in which the immediate 
neighliourliood of good markets is making an intensive cultivation 
profitalde, the methods of farming and of tenure arc rearranging 
themselves on the English model. And within the last few years 
there have been signs of a tendency on the part of native Americans 
to hand over to persons of recent European origin the farms of the 
AVest, as they have already done the farms of the East, and as they 
did long ago the textile industries. 

, § 6. Let us then turn to that English system of tenure. It is 

^"tom faulty and harsh in many re,spects ; hut it stimulated and economized 
MToBimt enterprise and energy, which, aided by England’s geographical 
harsh advantages and freedom from devastating wars, gave her the leader- 
groat world in the arts of manufacture and colonization and, 

power, though in a less marked degree, in agriculture. England has learnt 
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lessons in agriculture from many countries and especially the Nether- vii x, s. 
lands ; but on the whole she has taught far more than she has learnt. 

And there is now no country except the Netherlands which can 
compare with her in the amount of produce per acre of fertile land ; 
and no country in Europe which obtains nearly so high returns in 
proportion to the labour expended in getting them.^ 

The chief merit of the system is that it enables the landlord to For it 
keep in his own hands the responsibility for that part and only that 'he'iajJi. 
part of the property which he can look after with but little trouble lord to 
to himself, and little vexation to his tenant; and the investment of thaf'pnrt 
which, though requiring both ente^rise and judgment, does not 
demand constant supervision of minor details. His part consists for wiiich 
of land, buildings and permanent improvements, and averages in 
England five times that which the farmer has to supply himself; effoctiveiy 
and he is willing to supply his part in the enterprise with this great slXj” 
capital at a net rent which seldom gives interest at as much as 
three per cent, on its cost. There is no other business in which a 
man can borrow what capital he wants at so low a rate, or can often 
borrow so large a part of his capital at any rate at all. The metayer 
indeed may be said to borrow an even larger share, but at a much 
higher rate.^ 

The second merit of the English system, which partly follows and it 
from the first, is that it gives the landlord considerable freedom in ^'dernMe' 
the selection of an able and responsible tenant. So far as thof'‘^«'°'" 
management of land, as opposed to its ownership, goes, the accident torcea of 
of birth counts for less in England than in any other country of 
Europe. But wo have already seen that even in modern England 
the accident of birth counts for a good deal in the access to posts of 
command in all kinds of busincas, to the learned professions and 
even to skilled manual trades. And it counts for somewhat more 
in English agriculture : for the good and bad qualities of landlords 

^ Tt would p.oc*m tlint Enslnnd ects moro produce per acre of fertile land than even 
tlie Nctliorlands, tiioiiuli llioro is Home doubt about it. Tlic Kctlicrlande hove led 
the way for Kn^dand in more patlia of mduafrinl onterpriso than any other country 
has; and IhiR enterpriso lias dilfnsed itBolf from their tliickly scattered towns over 
tlio whole land. 13ut llicrc is error in the common opinion that they support us dense 
a population as England docs, and yet export on the balance a great deal of aprieulturnl 
produce. For lielgium imports a great part of her food; and even Holland imports 
AS much fooil as she exports, though her non-agrieulturnl population is small. In 
France, farm crops and oven potatoes are on the average only about half as hca\’y as 
in England j^roper ; and Franco has only about half the weight of cattle and sheop in 
proportion to her area. On tho other hand, the small cultivators of Franco excel in 
poultry and /nut and otlicr liglit branches of production for which her superb climate 
is well BuitL'd. 

> For long periods tho landlord may be regarded ns an active partner and the 
predominant partner in the business : for short periods his place is rather that of the 
Bleeping partner. On the part played by his enterprise compare tho Duke of Argyll’s 
Unseeti Foundations of Society, especially p. 374. 
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VI, x,‘ 7. combine to prevent their selecting tenants on strictly commercial 
— principles, and they do not very often go far afield for a new 
tenant.^ 

Improve- § 7, The number of people who have the opportunity of making 
“ricuitme forward in the arts of agriculture is very great. And since 
com™ ” the different branches of agriculture differ from one another in 
general character less than do those of manufacture, it might have 
been expected that new ideas in it would have followed one another 
quickly and have been speedily diffused. But on the contrary 
progress has been slow. For the most enterprising agriculturists 
drift towards the town ; those who stay behind live more or less 
isolated lives ; and, as a result of natural selection and education, 
their minds have always been more staid than those of townsmen, 
and less ready to suggest or even to follow new paths. And further, 
though a manufacturer is nearly always safe in copying a plan that 
has worked well with his neighbour in the same trade, a fanner is 
not : for every farm has slight peculiarities of its own, so that the 
blind adoption of a plan, that has worked well close by, is likely to 
fail ; and its failure encourages others in the belief that old and tried 
ways are the best. 

The Again, the variety in agricultural detail makes the proper keeping 

difficulty of farming accounts very dififieult. There are so many joint products 
exacT’"'*' and so many by-products, so many complex and shifting relations 
Ira^unts debtor and creditor between the several crops and methods of 
feeding, that an ordinary fiinuer, even if he were as fond of accounts 
as he is in fact averse to them, would have great difficulty in ascer- 
taining, otherwise than by a semi-instinctive guess, what is the price 
that will just pay him to raise a certain amount of extra produce. 
He may know its prime cost with fair certainty, but he seldom knows 
its true total cost ; and this increa.sps the difficulty of reading quickly 
the teachings of experience and making progress by their aid.* 


' Tlicrc is still {lfl07) consi‘lc*rnb!o difTc*reru’c of opinion ns to the (‘xtent to which 
the liabitfl of tlic Inrwllords coinbintfl with tlio existing Rystem of tenuro liinder tlio 
formation of new small liohbnirs, might provide an intelligent labourer with 

an oftfiorluiiily for stnitiri^ fin mdop«Midcnt business of liis own, as easily as the artisna 
can start n rolml shop aiKl ropaiiiiif: business in metnl or other poods. 

* Tho difficulty is even preatcr m binall holdiiips. Tor the capitalist farmer dot's 
at all events mooeure the prime coRt in terms of money. But Iho cultivator tvorhinp 
with his ow’n hands often puts into his land iis much work as he fcclu able to do, without 
estimatinp enrefiilly its money value in rtflation to its prorluct. 

Although peasant propiietors roamiblc tlie heads of other small businesses in 
tlrcir willinpnosB to work harder tlian those wliom they hire and for less reward ; >ct 
they differ from the small mastcre in monufacturo in tJiis, that tliey often do not liiro 
extra labour even when it would pay them well to do so. If all that they and their 
family can do for their land is less than enough for it, it is gonorally under-cultivated : 
if more, it is often cultivated beyond the romunorativo limit. It is a common rule 
that those who givo the time which is free from tlieir main occupation to some other 
industry, often regard their earnings In this last, however low, as an extra gain; 
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And there is another difference between the mode of action of 
competition in agriculture and in manufacture. If one manu- 
facturer is unenterprising, others may be able to step into the opening 
which he leaves vacant : but when one landowner does not develop 
the resources of his land in the best way, others cannot make up 
for the deficiency without calling into play the tendency to diminish- 
ing return; so that his want of wisdom and enterprise makes the 
(marginal) supply price a little higher than it otherwise would be.^ 
It is however true that the difference between the two cases is only 
one of degree; since the giowth of any branch of manufacture may 
be retarded perceptibly by any falling-off in the abibty and enterprise 
of the leading firms engaged in it. The chief agricultural improve- 
ments have been made by landlords who have themselves been 
townsmen or at least have associated a good deal with townsmen, 
and by manufacturers in trades subsidiary to agriculture.® 

§8. Though nature yields generally a less than proportionate 
return to an increased amount of labour of a given efficiency; man’s 
part conforms generally to the law of increasing return (i.e. it in- 
creases in aggregate efficiency more than in proportion to the number 
of workers), in agriculture as well as in manufacture.® But yet the 
economies of production on a large scale are not quite similar in the 
two cases. 

Firstly, agriculture must be spread over the broad land : raw 
material can be brought to the manufacturer for him to work on; 
but the agriculturist must seek his work. Again, the workers on 
the land must adapt their work to the seasons, and can seldom 
confine themselves entirely to one class of work ; and in consequence 
agriculture, even under the English system, cannot move fast in 
the direction of the methods of manufacture. 

But yet there are considerable forces tending to push it in that 
direction. The progress of invention is constantly increasing the 
number of serviceable, but expensive machines, for most of which a 
small farmer can find employment during only a very short time. 
He may hire some of them ; but there arc many the use of which he 
can get only by co-operation with his neighbours; and the uncer- 
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and they Bomclimes even woik below what would be a starvation wage to tliose who 
depend on that industry for support. Tliis is ospocially true when the side-industry 
is that of cultivating, partly for tho pleasure of doing it, a small plot of land with 
imperfect appliances. 

^ See VI. n. 6, and the roforonccs given there. 

* Prothcro’s English Earmintj, ch. vi. gives some instances of prolonged resistance 
to changes, and adds that an Act had to bo passed in England as late as 1634 “ agaynst 
plowynge by tho taile." 

" See IV. 111 . 5, 6. 
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VI, X, 8. tainties of the weather prevent this plan from working very smoothly 
in practice.’ 

It requiree Again, the farmer must go beyond the results of his own and his 

stantiy father’s experience in order to keep abreast of the changes of the 

increasing day. He should be able to follow the movements of agricultural 
know* . • ^ 

ledge. science and practice closely enough to see their chief practical 

applications to his own farm. To do all this properly requires a 
trained and versatile mind; and a farmer who has these qualities 
could find time to direct the general course of the management of 
several hundred, or even of several thousand acres; and the mere 
superintendence of his men’s work in matters of detail is not a task 
fitting for him. The work which he ought to do is as difficult as 
that of a large manufacturer, who would not spend his own strength 
on minute supervision which he can easily hire subordinates to do. 
A farmer, who can do this higher work, must be wasting his strength 
on work that is beneath him, unless he employs many gangs of 
workmen each of them under a responsible foreman. But there are 
not many farms which give scope for this, and there is therefore 
very little inducement for really able men to enter the business of 
farming; the best enterprise and ability of the country generally 
avoid agriculture and go to trades in which there is room for a man 
of first-rate ability to do nothing but high class work, to do a great 
deal of it, and therefore to get high earnings of management.® 
jj,g If it be assumed, as is the modern fashion, that the farmer is 

not to work habitually with his men and to encourage them by his 
email presence, it seems best for the economy of production that farms 
th™mJkof 1*0 as large as is practicable under the existing conditions of 
which the land tenure ; so as to give room for the use of highly specialized 

^ Ilorso-power is desarer relalivriy to botli etenm-power and hand-powtu* in Eii^rland 
than in most other countries. Kn^laiul hus taken tlic lead in the iiiiprovc*ini?ut of 
field steam inacliiucry. Tl»e choapness of horso-power tells generally on tlu' side of 
nodcrate^ sized farms versus very small ones; but tho clioajmcsa of steam-pouer uiiil 
‘motor" power obtained from {ictrol. ft<-., tolls on Iho side of very Iuil'o laiiiis, 
except in so far as the uso of field steanj iimchiiiery can be hired eeonornicullv and ut 
convenient times. 

* Tlie cxjieriment of workina farms on a very larao scale is dillieult and exiKsiiivn, 
because it requires farm buildings luid lueaas of communication HpiM iully ndiipti'il lo 
It ; and it may have lo ovcnxnno a good deal of roaiatance from ciiHtuin and w*iitiiiu‘nt 
not altogether of an unhealthy kind. T\xo risk also wouUl bo great ; for in such ciiacs 
those wlio_ pioneer often faifi though tlioir route when well troddon may bo found to 
be the oasiest and best. 

Our knowledge ou many disputed points would bo much increased and vnluablo 
guidance gained for the future if some private ]X>rsons, or joint-stock eonipanies, or 
co-operative associations, would mako a few careful experiments of wlmt liavo l«>cn 
called • Factory farms.” On this plan tlioro would bo o central set of buildings 
(tliere might be more than ono) from which roads and oven light tramwavs oxtendi-d 
in all directions. In those buildings tho recognized principles of factory managemi'iit 
wou d be apph^ machinery would bo spocialized and economized, waste of material 
would be avoided, by-products would bo utilized, and obovo all tlio best skill ami 
managing power would be employed, but only for its proper work. 
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macliines and for the exercise of great ability on the part of the vi, x, 9. 
farmer. But if a farm is not very large, and if, as is often the case, 
the farmer has no greater ability and activity of mind than is •“s wifo 
commonly to be found among the better class of working foremen ehMe!°™* 
in manufactures ; then it would be best for others, and in the long 
run for himself, that he should return to the old plan of working 
among his men. Perhaps also his wife might return to some of 
those lighter tasks in and near the farmhouse which tradition 
ascribes to her. They require discretion and judgment, they are 
not inconsistent with education and cultoe ; and combined with it 
they would raise and not lower the tone of her life, and her real 
claims to a good social position. There is some reason for thinking 
that the stern action of the principle of natural selection is now dis- 
placing those farmers, who have not the faculty to do dfficult head- 
work, and yet decline to do hand-work. Their places are being 
taken by men of more than average natural ability who, with the 
help of modern education, are rising from the ranks of labourers ; 
who are quite able to manage the ordinary routine work of a model 
farm; and who are giving to it a new life and spirit by calling their 
men to come and work, instead of telling them to go and work. 

Very large farms being left out of view, it is with rather small farms 
worked on these principles that the iimnodiate future of English 
agriculture seems to lie. Small holdings have great advantages 
wherever so much care has to be given to individual plants, that 
machinery is out of 2)lace. But modern ajjplications of scientific 
methods are giving an increasing imj)ortancc to that economy of 
technical sldll which can be attained in a large nursery for choice 
flowers and fruits, with several highly jiaid assistants. 

§ 9 . "We may next consider how far landlords will in their own Tho gross 
interest adjust the size of holdings to the real needs of the people. 

Small holdings often require more expensive buildings, roads and 
fences, and involve greater trouble and incidental expenses of iiigii 
management to the landlord in jrroportion to their acreage than do 
large holdings ; and while a large farmer who has some rich land aerengo. 
can turn poor soils to good account, small holdings will not flourish 
generally except on good soil.*- Their gross rental per acre must 
therefore always be at a higher rate than that of large farms. But 

^ Tho intcrprclatioii of tills term varies ^’ilh luual conditions and individual wants. 

On permanent pn&tiiro near a town or an industrial district tlic advantages of small 
lioldings Ai'o perhaps at their maximum, and tlio disadviiiitagos at thoir minimum. 

For small arablo holdings tho laml should not bo light, but sti'ong, and tho riclior 
tlio better ; and this is especially tlio caso with holdings so small as to make much use 
of tho spade. Tho small cultivator can ofton pay his rent most oaaiiy whore the land 
is hilly and broken, because thcjo lie loses but little from his ivant of command of 
machinery. 



LAND TENURE 


544 

VI, x.'9. it is contended tlat, especially wten land is heavily burdened by 
settlements, landlords are unwilling to incur the expense of sub- 
dividing farms, unless they see their way to rents for small holdings 
But it ia that will give them, in addition to high profits on their outlay, a 
TCiuetimoa insurance fund against the chance of having to throw the 

scarcity holdings together again; and that the rental for small holdings, and 
especially for those of only a few acres, is extravagantly high in 
many parts of the country. Sometimes the prejudices of the land- 
lord and his desire for undisputed authority make him positively 
refuse to sell or let land to persons who arc not in harmony with 
him on social, political or religious questions. It seems certain that 
evils of this kind have alwap been confined to a few districts, and 
and that is that they arc rapidly diminishing, but they rightly attract much 
attention; for there is a public need in every district for small 
public holdings, as well as large; for allotments and large gardens; and 
■ generally for holdings so small that they can be worked by people 
who have some other occupation.* 

There And lastly though peasant proprietorsliij), as a system, is un- 

noarttfidai Suited to the cconomic conditions of England, to her soil, her climate, 
hindrances and the temper of her people, yet there are a few peasant proprietors 
Bnw™*co. in England who are perfectly happy in this condition ; and there 
pertica. are a few others who would buy small plots of laud and would live 
happily on them, if they could get just what they wanted where 
they wanted it. Their temper is such that they do not mind 
working hard and living sparely, provided they need call no one 
master ; they love quiet and di.slike excitement ; and they hiivc a 
great capacity for growing fond of land. Reasonable opportunity 
should be given to such people to invest their savings in small plots 
of land, on which they may raise suitable crops with their own liaiuls ; 
and at the very least the present grievous legal charges on the transfer 
of small plots should be diminished. 

* They lucreaBO tho number of people who are woiking in the open air with their 
heads and their hands: they givo to the asrii’iiluiral lahourer u Htep)iniL>''Stnnu 
wards, prevent him from being crumpelled to h‘uvo ugriiMiituro to fiiwi some hi*opo ft*r 
Ills ambition, and thus chock the creat evil of tho (’ontimiLd flow of the ,i)>lent and 
bravest farm lads to the towns. They break tho monotony of exisienee, (hey giv»‘ tv 
healthy ehaiii»o from indoor life, they offer seopo for variety of ch.iractf'r ami for the 
play of fancy and inn^ziQation in the amini;t‘ineiit of individual life; they affoid a 
counter attraction to the groaser and baser ploasuroB; tliey often eiuilili' a family to 
hold together that would othorwiso liavo to separate; under favourahle tonilitiom 
they improve considerably the material condition of tho worker; and they diminish 
the frottii^ as well as the positive loss caused by the inevitable iutcrruplions of then 
ordinary work. 

The evidence hejore the CommiUce on stmll koldingct 1900 [Cd. 3278] diseus.'ies very 
fully tlio advantages and disadvanteges of owneiship for amall holders; with appar- 
ently a balance of opinion against ownership. 

In 1904 there were in Great Britain 111,000 holdimjs between 1 and 5 acres; 
232,000 between 5 and 50 acres; 150,000 betwoen 60 and 3U0; and 18,000 above 
300 acres, See /&, Appendix II. 
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Co-operation might seem likely to flourish in agriculture and to vj, x, lo. 
combine the economics of production on a large scale with many of 
the joys and the social gains of small properties. It requires habits tion ims 
of mutual trust and confidence ; and unfortunately the bravest and poiiunuies 
the boldest, and therefore the most trastful, of the countrymen have ‘P" 
always moved to the towns, and agriculturists are a suspicious race, prospects 
But Denmark, Italy, Germany, and lastly Ireland have led the way IJiiture. 
in a movement which seems full of promise for organized co-opera- 
tion in the handling of dairy produce, in the making of butter and 
cheese ; in buying farmers’ requisites and in selling farmers’ pro- 
duce : and Britain is following in their wake. The movement is 
however of limited scope : it scarcely touches work in the field 
itseK. 

As co-operation might combine more of the advantages of all 
systems of tenure, so the cottier system of Ireland often combined 
the disadvantages of all ; but its worst evils and their causes have 
almost disappeared and the economic elements of the problem are 
just now overshadowed by the political. We must therefore pass 
it by.i 

§ 10. The failures of the English system of land tenure in Ireland itio 
have brought into clear relief difficulties which are inherent in it, 
but which have been kept in the background in England by the tenure ia 
conformity of the system to the business habits and the character ?°v'o.''but 
of the people. The chief of these difficulties arise from the fact that c?n>ppti- 

T M ^1 • .... , ,. . tioncloM 

wnilo the system is competitive in its essence, the conditions of not act 
agriculture even in England offer a strong resistance to the full 
action of free competition. To begin with, there are special diffi- ture. 
culties in ascertaining the facts on which that action must bo based. 


We have just noticed the difficulty of keeping exact farming Diincuity 
accounts ; to this must bo added that a farmer’s calculations as 
to the rent which it is worth his while to undertake to pay, are further normal ^ 
hampered by the difficulty of deciding what is a normal harvest and aarvitol 
a normal level of prices. For good and bad seasons come so much 


* Tho Rii'rtriluin llicory of rent ought to not bear tho grontor part of tho blaino 
that luiH Ijoen cointnonly tiirowii on it, for tlioso miatnkt'S wlueii Hnglisli legislators 
mado during llie first half of tlii'» coiitiiry m trj'iiig to foive tlie Ihiglisli aysteirr of land 
tenuro on India and Ireland. Tire theory concerns itself with tho causes that deter* 
mino tho amount of the Producer's surplus from land at ony timo ; and no ^at harm 
was done when this surplus was regarilcd as tho landlord’s share, in a treatise written 
for^ie use of Kiiglishinen in England. It was an error in jurispnidonco and not in 
economics that caused our legislators to oiler to tho Bengal tax-collector and Irish 
landlord facilities for taking to themsolvcs tho wholo property of a cultivating firm, 
which consisted of tenant und landlord in tho caso of Ireland, and in tho case of 
Bengal, of tho Government and tenants of various grades; for tho tax-collector was 
in most cases not a true member of tlio firm, but only ono of its servants. But wiser 
and justcr notions are prevailing now' in the Government of India as well as of Ireland. 

T 
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VI, X, 19. in cycles that many years are required to afford a trustworthy 
average of them : ^ and in those many years the industrial environ- 
ment is likely to have cliangcd much ; the local demand, tlie facilities 
for selling his own produce in distant markets and those which assist 
competitors from a distance to sell their produce in his local markets 
may all have changed. 

Difficulty The landlord in determining what rent to accept is met liy this 
froS'Lai difficulty and also by another, arising out of variations in the 
vaiiatiojis standards of ability among farmens in different jiarts of the country, 
sundarfof Thc producer’s surplus, or English rent, of a farm is that excess 
fanffing '"ddch its produce yields over its expenses of cultivation, including 
skill and normal profits to the farmer : it being a.ssumed that that fanner’s 
eutciprisc. ape guch as are normal for farms of that class 

!« lhal place. Thc difficulty in view is to decide whether these last 
woi'ds are to be interpreted broadly or narrowly. 

Ethical It is clear that if a farmer falls below the standard of ability of 
his own district, if his only forte is in driving hard bargains, if his 

cconomu: . ’ ■' ” 1, ■ 

eicuianta gi'oss produce IS small and his net produce even smaller m jirupor- 
doseiy ** 1'°® i ''1 ^ ca.so the landlord acts in thc interest of all when he 

'”■”1 d I'^^ds over thc farm to a more competent tenant, who will pay 
better wages, obtain a much higher net produce and pay a somewluit 
higher rent. On the other hand, when the local standard of normal 
ability and enterprise is low, it is not clearly right from an etliical 
point of view, nor is it clearly in thc bu.sine.ss interest s of the landlord 
in the long run, that he .should endeavour to take to himself a greater 
rent than can be paid by a farmer who reaches that .standard ; even 
though it could be obtained by importing a farmer from another 
district in which the standard is higher.^ 

The ^ Closely related to this question is one as to the freedom thc 
frwd'om to tenant .should have to develop the natural capabilities of bis lantl 
make and pjgjp understanding tliat if be is sueecs.'-ful he 

fruits of ]s to retain something more than inere iionnul ])roflts on Ihs enter- 
pi'isc. So far as minor improvements go, this tliliieulty is in a great 
measure met by long Iease,<. These have elono muebfor Scotland: 


^ (’oiapari* ’l ooUf siinl Ncwnuin h, uf J^rian, Vol. vi. *Vjjp. iir. 

* Uliliuultii's of this kiiwl arc practically Holvcd by compromises which cxpcjitiwo 
has juBtified, aiul which aro in accordance witli tho scieiiiific interpretation of the term 
‘‘normal.*’ If a local tenant allowed cxtruordimiry ability, tlic landlord would bo 
thought t^raapiii;! who, by thr«-ulcmni! to import a stranger, tried to extort a liigher 
rent than Uio normal local farmer could make the land pay. On thc oilier Iwirtd, a 
farm beini; once vacant, tlie landlord vrould ho ihuuKht to actVcasoiiably if lie imjiorli'ii 
a atraiiucr who would set a ;:ood moilcl to tho district, and who sljarpd about L'c|iialJy 
with the landloid tho extra not surplus due to hU ability and slull, wliicli, tlioiij,di not 
strictly speukin;; exceptional, were yet abo\'C tlie local standanl. Compare tho action 
of Scttlciiiont (Jllicers in India with repard to ecjually ^ood land cultivated liy eucmclic 
and unenergetie races, noticed in thc footnote on p. 333-4. 
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but they liave disadvantages of their own. And as has been often vi, x, lo. 
observed, “ the English tenant has always somctliing of a lease 
even when he has no lease ” : and again, “ there are truces of pHituer- 
mUayuge even in tenures which are thoroughly English.” \\'hon i«twceii 
seasons and markets are favourable to the farme)’, he pays his full “"“t 

1 • 1 1 • I 1 1 1 n 1 1 *' landlord. 

rent and avoids making demands on the landlord that might set 
him thinking whether the rent ought not to bo raised. When 
things go badly, the landlord, partly from sympathy aud partly as 
a matter of busines.-j, makes temporary remissions of rent, and bears 
the expense of repairs, etc., which he would otherwise have left for 
the farmer. There may thus be much give and take between land- 
lord ami tenant without any change of nominal rent.^ 

Custom has always given to the English tenant some partial 
security for comjiensation for imijrovements made by him; and 
legislation has recently caught up ciLstom, and even passed it. The 
tenant is not practically secure against the raising of his rent on 
account of increased yield of the soil due to improvements of a 
reasonable nature made by himself : and on halving he can claim 
compensation for the une.xhausted value of them, to be fixed by 
arbitration.^ 

Finally a word may be said as to private and public interests Conflict 
with regard to open spaces in towns. Wakefield and the American 
economists have taught us how a sparsely inhabited new district is piivato in- 
enriched by the advent of every now settler, The converse truth is p" niattor 
tliat a closely iieoijlcd district is inipovcrLshcd by ci'ery one who 
adds a new building or l ai.ses an old one higher. The want of air simous. 
and light, of peaceful repose out-of-doors for all ages and of healthy 
play for children, exhausts the energies of the best blood of England 

* (’ninpiiri’ >»ii'lioUon, Teiitthl't' (Utin iml Lamllurdi* th. X. 

" 'llu* A^rit uitiiral HoMiiiL's Art of ISiiS rnioreed cusionitj wIiK-h Mr. I’uscy'a 
coimiiitU‘1' fiiloffi/.fd, lull did not projioj'O to <*ufoixH*, Many inipi'ovi'Uioiits iirc iiuiUo 
jiaitly lit llif t-\|iMw uf tin* liuidloitl iiud paitly iit lliat of tlio UiiUnt. tlie former 
mi|ipi,viiiu tliu und tlio hitUT the lahoiir. Jii other cases it is best tliiit tho 

huulliji’d bliould be tlio real uiidcrlaloT of tho improvements, heariiii; the wholo 
cxpeiiHo uml risk, and rcsdi/iiijr tiio \>hule jrniii. 'i'ho Act of lUOn i\'i.-o;rnized lids; 
and, ]»artly fur the Ss»ike of simplicity ui ^\orkiiii£, it provided that eoinjiL'iiijatioii lur 
some impi'OvemcnU cmi be clainii'd only if they have been made with the con.sout 
of tho hinillord. In tho ca^c of Llraiuai'O iiulit*o of Iho tenant's wisiies must bo served 
oil the Inndlord; so that ho may liuvo the oppoituiiity of hiniholf ujidertaking tin) 
risks and reajiing ft sliorc of tiie aeennnu iM’iielits. In referem-o to maiiurinjri uud 
8 omo kinds of ro^mirs, etc., the tciuint miiy act without consulting tlio landlord, 
merely taking the risk that his oiilUiy will not be rcjjarded by the urbitmlor as calling 
for comiiensatioii. 

Under the Act of IflOO the arbitrator was to as.sigii Mieh compensation tis would 
“ represent fairly tbc value of tho improvement loan iiu'Oiiiing tenant,” after doduetiou 
for any purl of that value which miiilit be clue to evokiim dormant " inherent capa- 
bilities of the soil.” Bu^ this deduction was struck out by the Act of 1906 ; tho 
interests of the landlord being regarded as sufiicieiilly secured by tlic provisions 
requiring his consent in some of those cases, in which such dormant capabilities might 
be evoked ; and by giving liim au opportunity of taking the risks himself in the rest. 
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VI, X, la which is constantly flowing towards our large towns. By allowing 
vacant spaces to be built on recklessly we are committing a great 
blunder from a business point of view. For the sake of a little 
material wealth we are wasting those energies which are the factors 
of production of all wealth : we are sacrificing those ends towards 
which material wealth is only a means.* 

> This matter is further discussed in Appendix G. 



CHAPTER XI 

GENERAL VIEW OP DISTRIBUTION 


§ 1. The argument of the preceding ten chapters may now be vi, xi, i. 
summarized. It falls far short of a complete solution of the problem ~ 
before us : for that involves questions relating to foreign trade, to ''‘s'onni 
fluctuations of credit and employment, and to the influences ofs™p™'^’ 
associated and collective action in its many forms. But yet it 
extends to the broad action of the most fundamental and permanent v. xv. nnd 
influences which govern distribution and exchange. In the sum- tiS3of 
mary at the end of Book V we traced a continuous thread running 
through and connecting the applications of the general theory of to the 
equilibrium of demand and supply to different periods of time; 
from those so short that cost of production could exercise no direct 
influence on value, to those so long that the supply of the appliances 
of production could be fairly well adjusted to the indirect demand 
for them, which is derived from the direct demand for the com- 


modities which they produce. In the present Book we have been 
concerned with another thread of continuity, which lies transversely 
to the thread connecting different periods of time. It connects the 
various agents and appliances for production, material and human; 
and establishes a fundamental unity between them, in spite of their 
important differences of outw’ard feature. 

Firstly, wages and other earnings of effort have much in common 
with interest on capital. For there is a general correspondence 
between the causes that govern the supply prices of material and of 


personal capital : the motives which induce a man to accumulate 
personal capital in his son’s education, arc similar to those which 
control his accumulation of material capital /or his son. There is a The causes 
continuous transition from the father who works and waits in order mme'th”' 
that he may bequeath to his son a rich and firmly-established 
manufacturing or trading business, to one wbo works and waits in luSj'/ of 
order to support liis son while he is slowly acquiring a thorough “ 
medical education, and ultimately to buy for him a lucrative prac- sonai 
tice. Again, there is the same continuous transition from him to arrvory 
one who works and waits m order that his son may stay long at 
school; and may afterwards work for some time almost without character, 
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VI, XI. 2. 1 pay wliilc learning a skilled trade, instead of being forced to support 
lumsclf early in an occupation, such as that of an errand-boy, which 
offers comparatively high wages to young lads, beciiusc it does not 
lead the way to a future advance. 

in spite of It is indeed trtie that the only person.s, who, as society is now 
dTfferencel Constituted, arc very likely to invest much in developing the per- 
."ional capital of a youth’s abilities are his parents : and that many 
first-rate abilities go for ever uncultivated becau/^r no one, who can 
develop them, has had any special interest in doing so. This fact 
is verv important practically, for its cflects arc cumulative. But it 
does not give rise to a fundamental difference between material and 
human agents of production : for it is analogous to the fact th.it 
much good land is poorly cultivated becau.se those who would 
cultivate it well have not access to it. 

Again, since human beings grow up slowly and are slowly worn 
out, and parents in choosing an occupation for their chiltlren must 
as a rule look forward a whole generation, changes in demand take 
a longer time to work out their full effects on .supply in the case of 
human agents than of most kinds of material appliance, s for pro- 
duction ; and a .specially long period is required in the ca,se of laljour 
to give full play to the economic forces which tend to bring abniit 
a normal adjustment between demand and supply. Tints on file 
whole the mon/’ij cost of any kind of labour to the cmiiloyer corre- 
sponds in the long ran fairly well to the real cost of producinfr that 
labour.' 

Business § 2. TIic efBciency of human agents of production on the one 
tho”ser?'"'’ hand, and that of material agents on the other, are weiglieil against 
One another and compared with their money costs; and each tends 
industiioi to bc applied as far as it is more efficient than the other iii proportion 
anrtin’is function of bnsinc.ss enterprise is to 

Rive effect facilitate the free action of this givat principle of suhstitution. 
princiiiie fleiierallv to the public benefit, but .sometimes in opposition to it. 
tuoon^^* business men are constantly comparing the service.s of machinerv, 
and of labour, and again of unskilled and .skilled lalinnr, and of 
e.vtra foremen and managers; they are constantly devising and 
experimenting with new arrangements which involve the use of 
different factors of production, and selecting thase most profitable 
for themselves.^ 

The efficiency a.s compared with the cost of almost every class 
of labour, is thus continually being weighed in the balance in one 

' Comiiain IV. V. vr. vn. nmi xii.; nnil VI. iv. v. nnti vii. 

* Comparo V. iii. 3; anil Vl. vn. 2. 
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or more branches of production against some other classes of labour : vf, xi, 3 . 
and each of these in its turn against others. This competition is 
primarily '■ vertical " : it is a struggle for the field of employment 
between groups of labour belonging to different grades, but engaged 
in the same branch of production, and inclo.'-ed, as it were, between 
the same vertical walls. But meanwhile '' horizontal ” competition 
is always at work, and by simpler methods : for, firstly, there is 
great freedom of movement of adults from one business to another 
within each trade; and secondly, parents can generally introduce 
their cliildrcn into almost any other trade of the same grade with 
their own in their neighbourhood. By means of this combined 
vertical and horizontal competition there is an effective and closely 
adjusted balance of payments to services as between labour in 
different grades; in spite of the fact that the labour in any one 
grade is mostly recruited even now from the children of those in the 
same gradc.^ 

The working of the principle of sub.stitution is thus chiefly which is 
indirect. AVlien two tanks containing fluid arc joined by a pipe, fn 
the fluid, which is near the pipe in the tank with the higher level, '“"6 
u ill flow into the other, even though it be rather viscous ; and thus 
the general levels of the tanks will tend to be brought together, 
though no fluid may flow from the further end of the one to the 
furtlier end of the other; and if .several tanks are connected by 
pipes, the fluid in all will tend to the same level, though some tanks 
have no direct connection with others. And similarly the principle 
of .substitution is constantly tending by indirect routes to apportion 
earnings to efficiency between trades, and even between grades, 
which arc not directly in contact with one another, and which 
appe.ar at first sight to have no way of competing with one another. 

§ 3. There is no breach of continuity as we ascend from the Biu 
unskilled labourer to the .skilled, thence to the foreman, to the head u,p"iork 
of a department, to the general manager of a large business paid 
partly by a share of the profits, to the junior partner, and lastly to selves 
the head partner of a large private business : and in a joint-stock 
company there is even somewhat of an anti-climax wdien we pass I'lgi'iy ^ 
from the directors to the ordinary shareholders, who undertake the • 

chief ultimate risks of the business. Xeverthcless business under- 
takers arc to a certain extent a class apart. 

For while it is through their conscious agency that the principle 
of substitution chiefly works in balancing one factor of production 
against another; with regard to them it has no other agency than 
' Coini).ii v IV. \i. 7 ; nml VI. v. 2. 
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VI, X143. the indirect influence of their own competition. So it works blindly, 
— or rather wastcfully; it forces many to succumb who might have 
done excellent work if they had been favoured at first : and, in 
conjunction with the tendency to increasing return, it strengthens 
those who are strong, and hands over the businesses of the weak to 
those who have already obtained a partial monopoly. 

But on the other hand there is also a constant increase in the 
forces which tend to break up old monopolies, and to offer to men, 
who have but little capital of their own, openings both for starting 
new businesses and for rising into posts of command in large public 
and private concerns ; and these forces tend to put business ability 
in command of the capital required to give it scope. 

Theirwork On the whole the work of Imsiness management is done cheaply 
doM*’moro — "ot indeed as cheaply as it may be in the future when men’s 
collective instincts, their sense of duty and their public spirit are 
blit it is ’ more fully developed ; when society exerts itself more to develop 
s(KiSy*° latent faculties of those who are born in a humble station of life, 
oven now and to diminish the secrecy of business ; and when the more wasteful 
forms of speculation and of competition are held in check. But yet 
it is done so cheaply as to contribute to production more than the 
equivalent of its pay. For the business undertaker, like the skillcil 
artisan, renders services which society needs, and which it would 
probably have to get done at a higher cofst if he were not there to do 
them. 

Contrasts The similarity between the causes that determine the normal 
miaur rewards of ordinary ability on the one hand, and of business power 
tions of in command of capital on the other, docs not extend to the flue- 
profits and tuations of their current earnings. For the employer stands as a 
wages. buffer between the buyer of goods and all the various classes of 
labour by which they are made. He receives the whole price of the 
one and pays the whole price of the others. The fluctuations of 
his profits go with fluctuations of the prices of the things he selb. 
and are more extensive : while tlio.se of the wages of his employees 
come later and arc le.ss extensive. The earnings at any particular 
time of his capital and ability are sometimes large, but sometimes 
also a negative quantity ; whereas those of the ability of his em- 
ployees arc never very large, and are never a negative quantity. 
The wage-receiver is likely to suffer much when out of work ; but 
that is because he has no reserve, not because he is a wage-receiver.^ 
The That part of a man’s income which he owes to the possession of 

moome extraordinary natural abilities is a free boon to him ; and from an 

‘ Compare V. ii. 3, and VI. iv. C, and viii. 7-9. 
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abstract point of view bears some resemblance to the rent of other Jr, xi. i. 
free gifts of nature, such as the inherent properties of land. But in 
reference to normal prices, it is to be clas.sed rather with the profits *«"> 
derived by free settlers from the cultivation of new land, or again abiiuiea. 
with the find of the pearl-fisher. The plot of one settler turns out 
better and that of another worse than was expected; the good find 
of one dive of the pearl-fisher compensates for many others that are 
fruitless : and the high income which one barrister, or engineer, or 
trader earns by his natural genius has to be counted with the com- 
parative failures of many others; who perhaps appeared of no less 
promise when young and received as cosily an education and .start 
in life, but whose .services to production wore less than his in pro- 
portion to their cost. The ablest business men are generally those 
who get the highest profits, and at the same time do their work 
most cheaply; and it would be as wasteful if society were to give 
their work to inferior people who woidd undertake to do it more 
cheaply, as it would be to give a valuable diamond to be cut by a 
low waged but unskilled cutter. 

§ 4. Eeturning to the point of view of the second Chapter of this nm 
Book, we may call to mind the double relation in wdiich the various ^gcntfoi 
agents of production stand to one another. On the one hand they rro'ivrtion 
are often rivals for employment; any one that is more efficient than 
another in proportion to its cost tending to bo substituted for it, •■'“'I'loy- 
and thus limiting the demand price for the otlicr. And on the other one 
hand they all constitute the field of employment for each otlicr : 
there is no field of employment for any one, except in so far as it 
is provided by the others : the national dividend wliich is tlie joint 
product of all, and -whicli increases with the supply of each of them, 
is also the sole source of demand for each of them. 

Thus an increa.se of material capital cau-scs it to push its way into }i„« nn 
new uses; and though in so doing it may oecasioiiidly dimini.sh tlic 
field of employment for manual labour in a few trades, yet on the eninlies 
whole it will very much ineiea.so the demand for manual labour and fnr tilj.' 
all other agents of production. Bor it will much increase 
national dividend, which is the common source of the demand for labour, 
all ; and since hy its increased competition for employment it will 
have forced dowm the rate of intere.sl, therefore the joint product 
of a dose of capital and labour will now be divided more in favour 
of labour than before. 

This new demand for labour will partly take the form of the 
opening-out of new undertakings which hitherto could not have 
paid their way; while a new demand will come from the makers of 
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Ti.si. S.I new anil more expensive machinery. For when it is said that 
machinfiy i; .^uhstihited for lahour, this means that one class of 
lahoni comliined with mnrh waiting is substituted for another 
combined with le.ss waiting; and for this rea>-rm alone, it would 
be impa-'ible to .sub=trtiite capital for labour in general, e.xeept 
indeed locally by the importation of capital fiom other jdaces. 

It remains true, however, that the chii>f benefit which an increase 
of capital confers upon labour is not by opening out to it new em- 
plojTnents, but by increasing the joint product of land, labour and 
capital lor of land, labour and svaiting), and by reducing the sliare 
of that product wbieb any given amount of capital (or of waiting) 
can claim as its reward. 

If anj- 5 5. In discussing the influence which a change in the supply of 
industrial group exerts on the field of emfdoyment 
beromes for other kinds of labour, there was no need to raise the question 
^iTcnt its whether the increase of work came from an increase in the numbers 
or in the efficiency of tho.se in the gniup ; for that question is of no 
Ti*'e direct concern to the others. In cither case there is the same addi- 
Uora'I national dividend : m cither case competition will compel 

them to force themselves to the same extent into uses in which their 
itsw&sPi marpriiial utility is lower; and will thus lessen to the same extent 

product which they arc able to claim in return 
wageg rix*. for a 2 ivcn amount of work of a given kind. 

But the question is of vital importance to the members of that 
group. For, if the change is an increase of one-tenth in their 
average efficiency, then each ten of them will have as high an 
asnregate income as each eleven of them would have if their numbers 


had increaispd by one-tenth, their efficiency remaining unchanged,'- 
Thi? anri This dependence of the wanes of each group of workers on the 
mfluenf’. 5 Clumber-: and efficieney of others i.s a special case of the general rule 
of thp on- that the enrironment (or Coiijtmclure) plays a part at least co- 
ordinate with a man’s enern}- and ability in governing that net 
which hi.s wagec ever approximate under the influence 
inathom-t of competition, 

The net jjrodnct to which the normal wages of any group of 
approximate, must be estimated on the assumption that 
to vhich production has been pushed to that limit at which the output can 
j’Jst marketed with normal profits, but not more : and it must 

prnximntp, i f„r mitfini'O, that an incieaBO in the supply of -irork of the proiip by 

onc-ftntli forced thr-m into work in which their marginal tisos were lower, and tlius 
low (red by a tliiitn th their wages for ony given amount of work; then, if the change 
fame from an inereaie in their numbers, their average wages would fall hy a thirtieth. 
]Jiit if It cami from an increase m their cfiiciency, their wages would rise hy about a 
sixteenth. (More exactly they would bo li X 5t = Wn of what they were before.) 
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be estimated with reference to a worker of normal effieiency ; whose vi Jxt, 6. 
additional output repays an employer of normal ability and normal 
good fortune and normal resources with normal profits, but not 
more. (Something must be added to or subtracted from this net 
product to find the normal wages of a worker whose efficiency is 
more or less than normal.) The time chosen must be one of normal 
prosperity; and when the supplies of different kinds of labour are 
relatively appropriate. For in.stance if the building trade is excep- 
tionally depressed, or exceptionally prosperous : or if its develop- 
ment is checked by an inadequate supply of bricklayers or carpenters, 
while the supply of other classes of Wlding operatives is super- 
abundant, then the occasion is one which does not afford a con- 
venient opportunity for estimating the relations of net product to 
normal wages of cither bricklayers or carpenters.^ 

^ Ab rccarcis the relation iicLwoen wa^ca and tho marginal not product of labour 
seo VI. I. and il. and csjieeinlly pp. 427-9 and 446^ : tlio matter ia furthor discuaacd 
in VI. XIII. especially p. 5S8 n. As regards the need to sock a truly representative 
margin see V. vrri. 4, o : where it is argued (p. 339 n.) thntwlion that has been reached, 
tho infliiciiro of the supply of any group of workers on tho wages of others has already 
been reckoned : and that tho influcnco whieb any one individual worker pxorts on 
the gcncrnl oeonomic environment of the industries of a country is infinitesimal, and 
is not rekvant to an estimate of liis not product in relation to his wages. In V. xir. 
and AppeivUx H something is said of ti\o hindranees to a rapid inorcaeo ot output 
oven uhero such an increase would theoretically yield great economios; and of the 
special caro rooded in the use of the term ** margin ** in regard to them* 
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The field 
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is not 
always rich 
in new 
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which liava 
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access 
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world. 


§ 1. The field of employment wMch any place offers for labour 
and capital depends, firstly, on its natural resources ; secondly, on 
the power of turning them to good account, derived from its pro- 
gress of knowledge and of social and industrial organization ; and 
thirdly, on the access that it has to markets in which it can sell those 
things of which it has a superfluity. The importance of this last 
condition is often underrated ; but it .stands out prominently when 
we look at the history of new countries. 

It is commonly said that wherever there is abundance of good 
land to be had free of rent, and the climate is not unhealthy, the real 
earnings of labour and the interest on capital must both be liigli. 
But this is only partially true. The early colonists of America lived 
very hardly. Kature gave them wood and meat almost free : but 
they had very few of the comforts and luxuries of life. And even 
now there are, o, specially in (South America and Africa, many places 
to which nature has been abundantly generous, which arc never- 
theless shunned by labour and capital, because they have no ready 
communications with the rest of the world. On the other hand high 
rewards may be offered to capital and labour by a mining district 
in the midst of an alkaline desert, when once communications have 
been opened up with the outer world, or again by a trading centre 
on a barren sca-coast; though, if limited to their own resources, 
they could support but a scanty population, and that in abject 
poverty. And the splendid markets which the old world has offered 
to the products of the new, since the growth of steam communi- 


cation have rendered North America, Australia and parts of Africa 
and South America, the richest large fii'lds for the employment of 
capital and labour that there have ever been. 

Old conn. But after all tbc chief cause of the modern prosperity of new 
a*mari!c7 countrics lics in the markets that the old world offers, not for goods 
m°ot promises to deliver goods at a distant 

Hie future date. A handful of colonists having assumed rights of perpetiuil 
oTa new property in vast tracts of rich land, are anxious to reap in their own 
country, generation its future fruits; and as they cannot do this directly. 
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they do it indirectly, hy sollin" in return for the ready goods of the it, xn, i. 
old world promises to pay much larger quantities of the goods that 
their own soil will produce in a future generation. In one form or nmi tiir 
another they mortgage their new property to the old world at a mliux of"* 
very high rate of interest. Englishmen and others, ivlio have 
accumulated the means of pre.sent enjoyment, hasten to barter latter 
them for larger promises in the future than they ean get at home : 
a vast stream of capital flows to the new country, and its arrival 
there raises the rate of wages very high. The new capital filters but 
slowly towards the outlying districts: it is so scarce there, and 
there are so many persons eager to have it, that it often commands 
for a long time two per cent, a month, from which it falls by 
gradual stages down to six, or perhaps even five per cent., a year. 

Eor the settlers being full of enterprise, and seeing their way to misesdaiiy 
acquiring private title-deeds to property that will shortly be of . 

great value, are eager to become independent undertakers, and 
if po.ssible employers of others ; so wage-earuer.s have to be attract- 
ed by high wages, which arc paid in a great measure out of the 
commodities borrowed from the old world on mortgages, or in other 
ways. 

It is, however, difficult to estimate exactly the real rate of wages but labour 
in outlying parts of now countries. The workers are picked men 
with a natural bias towards adventure : hardy, resolute, and enter- foro not 
prising; men in the prime of life, who do not know what illness is; 
and the strain of one kind and another which they go through, is 
more than the average English, and much more than the average 
European labourer coiUd sustain. There are no poor among them, 
because there are none who are weak ; if anyone becomes ailing, he 
is forced to retire to some more thickly-peopled place where there is 
less to be earned, but where also a quieter and less straining life is 
possible. Their earnings are very high if reekoned in money; but 
they have to Iniy at very high prices, or altogether dispense with, 
many of the comfort, s and lii.xurics which they would have obtained 
freely, or at low pricc.s, if they had lived in more settled places. 

Many of these things hovever meet only artificial wants; and they 
can be easily foregone, where no one has them and no one expects 
them. 

As population increases, the best situations being already occu- time 
pied, nature gives generally less return of raw produce to the marginal 
effort of the cultivators ; and this tends a little to lower wages. But tendency 
even in agriculture the law of increasing return is constantly con- 
tending with that of diminishing rctmn, and many of the lands «turn 
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VI, XU, 1 . which were neglected at first give a generous response to careful 
meanwhile the development of roads and rail- 
actingvery yoads, and the growth of varied markets and varied industries, 
render possiljlc innumerable economies in production. Thus the 
tendencies to increasing and dimini-shing return appear pretty well 
balanced, sometimes the one, sometimes the other being the 
stronger. 


If labour and capital increase at ecjual rates ; and if, taking one 
thing with another, the law of production is that of constant return, 
there will be no change in the reward to be divided between a do.se 
of capital and labour ; that is, between capital and labour working 
together in the same proportions as before ; there need not therefore 
be any change in wages or interest. 

If however capital increa,ses much faster than labour, the rate 
of interest is likely to fall ; and then the rate of wages will probably 
rise at the expense of the share of a given quantum of capital. But 
yet the aggregate share of capital may increase faster than the 
aggregate .share of labour.^ 


the influx But whether the laiv of production of commodities be one of 
bMomes' constant return or not, that of the production of new title-deeds to 
dower and rapidly diminishing return. The infliux of fiuvimi 

waps tend Capital, though perhaps as great as ever, becomes less in proportion 
to fall to the population; wages are no longer paid largely with com- 
modities borrowed from the old world : and this is the chief rca.son 


of the subsequent fall in the necessaries, comforts and luxuries of 
life which can be earned by work of a given efliciency. But two 
other causes tend to lower average dailv wages measured in mont'V. 
For, as the comforts and luxuries of civilization increase, the 
average efficiency of labour is generally lowered by the influx uf 
immigrants of a less sturdy character than the earlier settlers : and 


* SupiJo-'L* for i‘iistani '0 iJmt nn amount of <apital, r, oo-o^K.*r«fin 4 ; tm amoiinl 
of labour, /, hud riiisocl a jtroduct Jji; of uludi p pots a.s inliTf-*! to I'lipitiil. uud tho 
.Ip to labour, t IIh* labour is of many iru-liiLliui: niiinuLroiiirut, huh 

It IS all reuTii’d to a coniinou standunl in a duj ’s uiiMkilhsI Itihoiii of jivvu Lliirti rifj : 
see above J\ . jii. jj.) Suppo.^ that the ciiiiiniily of lal^onr hns iltuihli-d, niui ihni oi 
capital lias (juudriiplc'd : while the absoluiu eliivieiu'y in j'rutlufiiou tif uiiv piviui 
atpount of each of tlie aL'entshus not chuiigetl. Then inti\ expei'i !'■ in cu-o|'L‘ialiuii 
With to produce 2 x Up + 4p = lOp. Now sujipose Uio rate of mtercsst, i.e. ilio 
reward for any quantum of capiUv) (exclusive that is of the work of muna^xcmfiU etc.) 
to have fallen to two*thirds of its original tiiuoiint ; so lliat ■!(* roceivcB only 5p injitoud 
of 4p as interest; then there will bo left for labour of all kinds ’i]p instead of lip. 
ihe amount, that p:oc3 to each quantum of cupital, will have dccn-ascd; and that 
which poos to each quantum of labour, will have increased. But tlie Q 2 s»rc"ate amount 
that goes to capital will have inercuscU in the rulio of S : 3; uliile that which gocd to 
laoour will have increased m the lower ratio of 22 : 9. 

It is Ijcst in such matters to isolate intereaf, but, of course, we mi^ht have s^pokcu 
Of ijrohts instead o£ inicrcst, uml coiitruislod Iho share of cuiiiiulisu (rather than of 
capital) with that of hired labour. 
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many of these new comforts and luxuries do not enter directly into fi, xu, 2 , 
money wages, but arc an addition to it.^ 

§ 2. England’s present economic condition is the direct result of EnnianJa 
tendencies to production on a large scale, and to wholesale dealings [iJdustriai 
in labour as well as in goods ivhich had long been slowly growing: 
but which in the eighteenth century received a twofold impetus vciopmout 
from mechanical inventions, and the growth of consumers beyond of 
the seas, who imported large quantities of goods of the same pattern, eighteenth 
Then were the first bcgiiiuings of machine made interchangeable 
parts, and the aiiplication of special machinery to make special 
machinery for use in every branch of industry. Then first was seen 
the full force which the law of increasing return gives in a manu- 
facturing country with localized industries and large capitals ; par- 
ticularly when many of the large stocks of capital are combined 
together either into Joint-stock or Regulated companies, or into 
modern Trusts. And then began that careful " grading ” of goods 
for sale in distant markets, which has already led to national and 
even international speculative combinations in produce markets 
and stock-exchanges ; and the future of which, no less than that of 
more lasting combinations among producers, whether undertakers 
of industry or working men, is the source of some of the gravest 
practical problems with which the coming generation will have to 
deal. 

They key-notes of the modern movement are the reduction of a Tho key. 
great number of tasks to one pattern ; the diminution of friction of "(“‘“oden, 
every kind which might hinder powerful agencies from combining movement, 
their action and spreading their influence over vast areas ; and the 
development of transport by new methods and new forces. The 
macadamized roads and the improved shipping of the eighteenth 
century broke up local combinations and monopolies, and offered 
facilities for the growth of others extending over a wider area : and 
in our own age the same double tendency is resulting from every 
new extension and cheapening of commimication by land and sea, 
by printing-press and telegraph and telephone. 

§ 3. But though in the eighteenth century, as now, the real in the 
national dividend of England depended much on the action of the 


^ Wo took account of tliem when arriving at tho conclusion that tlio tendency to 
increasing return would on tho whole counten'oil that to diiiiinishing return : and we 
ought to eouut tlicm in at their full valuo when tracing the changes in real wages. 
Itlany historians havo comjiarcd wages at different ejjoehs with exclusivo reference to 
those things which havo always been in common consumption. But from tho nature 
of the caso, those are just tho things to winch tire law of diminishing return applies, 
and which tend to become scarce as population increases, and the view tlius got is 
therefore one-sided and misleading in its general effect. 
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VI, XII, si, law of increasing return witli regard to her exports, the mode of 
centoy dependence has verj" much changed. Then England hail something 
foreiRn approaching to a monopoly of the new methods of manufacture; 
affwtwi and each Lale of her goods would be sold— at all events when their 
ehifflyiiiai artificiallv limited— in return for a vast amount of the 

part of tnt- IL j ^ ^ .T i- 

national pioduce 01 foreign countries. But, partly because tne time was not 
y-'t ripe for carrying bulkj- goods great distances, her imports from 
BiateiJof the ffiT-east and the far-west consisted chiefly of comforts and 
and luxuries for the well-to-do ; they had but little direct ellcct in lower- 
luiunca. labour-cost of necessaries to the English workman. In- 

directly indeed her new trade lowered the cost of hardware, clothing 
and such other English manufactures as he consumed ; because the 
production on a large scale of these things for consumers beyond 
the sea cheapened them for him. But it had very- little effect on 
the cost of hi.s food ; and that was left to rise under the tendency 
to diminishing retiun, which was called into action by the rapid 
increase of population in new manufactuiing districts where the old 
customary I'cstruints of a narrow village life did not exist. A little 
later the groat Ercnch war, and a series of bad harvests, raised that 
cost to much the highest point it has ever reached in Europe. 

But now But gradually the influence of foreign trade began to tell on the 
production of our staple food. As the population of America 
an im- spread westward from the Atlantic, richer and still richer wheat soils 
Mmmand havc como Under cultivation; and the economies of tran.sport have 
incr('a.sed so much, especially in recent years, that the total cost of 
importing a quarter of wheat firom the farms ou the outskirts of 
cultivation has diminished rapidly, though the distance of that 
margin has been incrciising. And thus England has been saved 
from the need of more and more intensive cultivation. The bleak 
hill-sides, up which the whcat-tields were laboriously climbing in 
Ricardo’s time, have returned to pasture : and the ploughman works 
now only where land will yield plentiful returns to his labour : 
whereas if England had been limited to her own re.sources, he must 
have phxlded over ever poorer and poorer soils, and must have gone 
on continually reploughing land that had alreadj' been well ploughed, 
in the hope of adding by this heavy toil an extra bushel or two to 
the produce of each acre. Perhaps in an average year now, the 
ploughing which only just pays its expenses, the ploughing “ on 
the margin of cultivation,” gives twice as much produce as it 
gave in Ricardo’s time, and fully five times as much as it would 
have given now if with her present population England had been 
compelled to raise all her own food. 
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§4. Every improvement in the manufacturinfr arts increased xn, 4, 
England’s ^ower of meeting the various wants of backward conn- Jl. 
tries ; so that it answered their purpose to divert their energies 
from making things by hand for their own use, to growing raw less than 
material with which to buy manufactures from her. In this way 
the progress of invention opened a wider field for the sale of her from tho 
special products, and enabled her more and more to confine her own [mprovo- 
production of food to conditions under which the law of diminishing “oofs ■" 
return did not make itself mucli felt. But this good fortune has been turos. 
short-lived. Her improvements have been followed, and latterly 
often anticipated, by America and Gtemiany and other countries : 
and her special products have lost nearly all their monopoly value. 

Thus tho amount of food and other raw material which can be 
bought in America with a ton of steel cannot be more than the 
produce of as much capital and labour as would make a ton of steel 
there by the new processes; and therefore it has fallen as the 
efficiency of English and American labour in making steel has 
increased. It is for this reason, as well as because of the heavy 
tariffs levied on her goods by many countries, that in spite of 
England’s largo trade, the progress of invention in the manufacturing 
arts has added less than might have been otherwise expected to her 
real national dividend. 

It is no slight gain that she can make cheaply clothes and furni- 
ture and other commodities for her own use : but those improve- 
ments in tho arts of manufacture which she has shared with other 
nations, have not directly increased the amount of raw produce 
which she can obtain from other countries with the product of a given 
quantity of her own capital and labour. Probably more than three- 
fourths of the whole benefit she has derived from the progress of 
manufactures during the nineteenth century has been through Her 
its indirect influences in lowering the cost of transport of men 
and goods, of water and light, of electricity and news : for the como from 
dominant economic fact of our own age is the development not of cnai^* oT*' 
the manufacturing, but of the transport industries. It is these that tninsport 

. ° • 11 • ^ 1 1 • • T •! 1 of various 

arc growing most rapidly in aggregate volume and in individual kinds, 
power, and which are giving rise to the most anxious questions as 
to the tendencies of large capitals to turn the forces of economic 
freedom to the destruction of that freedom : but, on the other hand, 
it is they also which have done by far the most towards increasing 
England’s wealth. 

§ 5, Thus the new economic age has brought with it great changes Some 
in the relative values of labour and the chief requisites of life ; and influonoee 
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VI, xn, j.tmaay of these changes are of a character which could not have licen 
~^^anti('ipated at the heginning of lust centuiy. Tlje America thsei 
on the known was ill-suited for growing wlicat ; and the cost of carryiiin it 
labom! great distances hy land wa-i prohibitive. The Liboui value of wheat 
TOiues : — ^ j .(.jjp of labour which will mirha-^e a ijeck of wheat 

tbe chief — ^viis then at its highest point, and now is at it* lowest. It wnuM 
^uisitea jjpppgj agricultural wages have been generally below a peek of 
life' va ^ eighteeiitli cciitui y they 

corn. were about a peck, in the fifteenth a peek arid a half or jicihap' a 
little more, while now they are two or three ijeeks. I’n if. Ri iji-i 
e.stimatps for the middle ages arc higher : but he secmi to havt* 
taken the wages of the mote favonrerl part of the pojiul.itioij as 
representative of the whole. In the mitldle ages, even after a faiily 
good harvest, the wlieat was of a lower quality than the oidinary 
wheat of to-day ; while after a bad hai vest niucb of it w js mi niU'ty 
that now-a-days it would not be eaten at all ; and the w h at -eLli an 
became bread without pai'ing a high monopoly charge to the mill 
belonging to the lord of the manor. 

meat, It is true that, where piopulation is very sparse, nature supplies 

gra.s3 and therefore animal food almost tjm'i'i ; and in b'outh Auiei u a 
beggars pursue their calling on horseback. Dui'ing the middle 
however the jiopulation of England wa^ always deii'e enough to give 
a considerable labour value to meat, though it was of poor quility. 
For cattle, though only about a fifth as heavy as now, hail veiy 
large frames : their flesh was chiefly in those pairs fiom whieli the 
coarsest joints come; and since they were nearly staived in the 
winter and fed up quickly on the .summer gra's, the meat eont.dued 
a large percentage of water, and lost a great part i.f its weight in 
cooking. At the end of the summer they weie slaughtered a nil 
salted: and suit was dear. Even the widl-to-do se*aret‘!y tafted 
fresh meat during the winter. A century ago very little meat was 
eaten by the working classes; while now, though it> piiee is a little 
higher than it was then, they probable coii'Ume more of it, oii the 
average, than at any other time in English historv. 

Iiouse- Turning ne.vt to the rent of house-room, we find that gruund- 
rents in town have risen, both extensively and intensively. For an 
increasing part of the population is living in houses on which ground- 
rents at an urban scale have to be paid, and that scale is rising. 
But house rent proper, that is what remains of the total rent after 
deducting the full rental value of the ground, is probably little, if 
at all, higher than at any previous time for similar accommodathm ; 
for the rate of profits on the turnover which is earned by cajiital 
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engaged in building is now low, and the labour cost of building*vi, xn, 5. 
materials has not much altered. And it must bo remembered that — 
those who pay the high town rents get in return the amusements 
and other advantages of modern town life, which many of them 
would not be willing to forego for the sake of a much greater gain 
than their total rent. 

The labour value of wood, though lower than at the beginning 
of the century, is higher than in the middle ages : but that of mud, 
brick or stone walls has not much changed; while that of iron — to 
say nothing of glass — has fallen much. 

And indeed the popular belief that house rent proper has risen, 
appears to be due to an imperfect acquaintance with the way in 
which our forefathers were really housed. The modern suburban 
artisan’s cottage contains sleeping accommodation far superior to 
that of the gentry in the middle ages; and the working classes had 
then no other beds than loose straw, reeking with vermin, and 
resting on damp mud floors. Even these were probably less un- 
wholesome, when bare and shared between human beings and live 
stock, than when an attempt at respectability covered them with 
rushes, which were nearly always vile with long accumulated 
refuse : but it is undeniable that the housing of the very poorest 
classes in our towns now is destructive both of body and soiU ; and 
that with our present knowledge and resources we have neither 
cause nor excuse for allowing it to continue.^ 

Euel, like grass, is often a free gift of nature to a sparse popula- fuel, 
tion; and during the middle ages tlie cottagers could generally, 
though not alwa\'s, get the little brushwood fire needed to keep them 
warm as they huddled together round it in huts which had no 
chimney through which the heat could go to waste. But as popula- 
tion increased the scarcity of fuel prc.ssed heavily on the working 
classes, anti would have arrested England’s progress altogether, had 
not coal been ready to take the place of wood as fuel for domestic 
purposes, as well as for smelting iron. It is now so cheap that even 
the comparatively poor can keep themselves warm indoors without 
living in an unwholesome and stupefying atmosphere. 

This is one of the great services that coal has wrought for modern dothing, 
civilization. Another is to provide cheap underclothing, without 
which cleanliness is impossible for the masses of the people in a cold 

* Tlio ovilsi of tUo paat woro however greater lliaa is eommoiily supposed. See 
t.g. the strikini; evidoiu'o of tlie latu Ijonl 8haftest>iinf and of l^Iids Ootavia Hill upon 
tho Commussion on Huusinu of 18S.j. London air is full of smolco ; but it is probably 
loss unwholesome than it was before tho days of scientific sanitation, even though 
tho population was then relatively small. 
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'climate : and that is perhaps the chief of the benefits that Eniflaiid 
has gained from the direct application of machinery to making com- 
modities for her own use. Another, and not less important service, 
is to provide abundant water, even in large towns: ^ and another to 
supply, with the aid of mineral oil, that cheap and artificial light 
which is needed not only for some of man’s work, but, what is of 
higher moment, for the good use of his evening leisure. To this 
group of requisites for a civilized life, derived from coal on the one 
hand, and modern means of tran.sport on the other, we must add, 
as has just been noticed, the cheap and thorough means of com- 
munication of news and thought by steam-presses, by steam-carried 
letters and steam-made facilities for travel. These agencies, aided 
by electricitv, are rendering possible the civilization of the masses 
in countries the climate of which is not so warm as to be enervating : 
and are preparing the way for true self-government and united 
action by the whole people, not merely of a town such as Athens, 
Florence or Bruges, but a broad country, and even in some le-pects 
of the whole civilized world.* 

§6. We have seen that the national divid'jnd is at once the 
aggregate net product of, and the sole source of pameut for. all the 
agents of production within the country ; that the larger it is. the 
larger, other things being equal, will be the share of each aitent of 
production, and that an increase in the .su])ply of any agent will 
generally lower its price, to the benefit of other aacnts. 

This general principle is specially applicable to the case of land. 
An increase in the amount of productiveness of the land that supjilies 
any market redounds in the first instance to the benefit of those 
capitalists and workers who are in possession of other agents of pro- 
duction for the same market. And the influence on values which 
has been exerted in the modern age by the new means of transport 
is nowhere so conspicuous as in the history of land : its value rises 
with every improvement in its commimiciitiuns with markets in 
which its produce can be sold, and its value falls with r‘veiy new 
access to its own markets of produce from more distant places. It 
is not very long ago that the home counties were full of fears that 
the making of good roads would enable the more distant parts of 
England to compete with them in supplying London with food; 
and now the differential advantages of English farms are in some 

^ lYimitive appliances will bring water from high ground to a few public fountains : 
but the omnipre-ent water supply whicli both in its coming and its goirm performs 
essential services for cleanliness and sanitation, would be impossible without coal- 
driven steam-pumps and coal-made iron pipes. 

* See Appendix A, especially f 6. 
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respects being lo^^•erccl liy the importation of food that has travelled vi, xn, 7. 
on Indian and American railroads, and been carried in ships made 
of steel and driven by steam turbines. 

But as llaltlms contended, and Eicardo admitted, anything that but not of 
promotes the prosperity of the people promotes also in the long run 
that of the landlords of the soil. It is true that English rents rose urban land 
very fast when, at the beginning of last century, a series of bad together, 
harvests struck down a people that cordd not import their food; 
but a rise so caused could not from the nature of the case have gone 
very much further. And the adoption of free trade in corn in the 
middle of the century, followed by the expansion of American wheat- 
fields, is rapidly raising the real value of the land urban and rural 
taken together; that is, it is rai.sing the amount of the necessaries, 
comforts and luxuries of life which can be purchased by the aggregate 
rental of all the landowners urban and rural taken together.'- 

§ 7. But though the development of the industrial environment Progress 
tends on the whole to raise the value of land, it more often than not 
lessens the value of machinery and other kinds of fixed capital, in so of tbo 
far as their value can be separated from that of the sites on which of produc- 
thoy rest. A sudden burst of prosperity may indeed enable the 
existing .stock of appliances in any tmde to earn for a time a very separated 
high income. But things which can be multiplied without limit oTthe^r''** 
cannot retain for long a scarcity value ; and if they are fairly durable, 
as for instance ships and bla.st furnaces and textile machinery, they 
are likely to suffer great depreciation from the rapid progress of 
improvement. 

The value of such things as railw.ays and docks however depends but not it 
in the long run chiefly on their situation. If that is good, the 
progress of their industrial environment will raise their net value sites is 
even after allowance has been made for the charges to which they ” 
may be put in keeping their appliances abreast of the agc.^ 

^ Mr. \\, Sluiifo (ill nn instructive paper read heforo tlie Institute of Riirvcyoi’s, 

Dec. 1872) ('stmuilo*) tluit tlie ugiiniUiunl (money) rent of Knghind douljlcd between 
179.jand and then fell 1>> a tliinl till 1822 ; after tlmt time it has been alternately 
rising iiiid fulliiiLS and il ib now* about 40 or oO millions an n^'ainst 50 or 5o millions 
about tliu yciti" lS7i), when it was at its hiuhost. Jt was about 30 millions in 1810, 

10 millions in 1770, and 0 millions in lOOO. (L'ompaie Gitfen’s (-froivih of Capiial, 
cli. V., nml roller's riofjrcus of Me Xation, Sect. ii. eh, i.) Ilut the rental of urban 
land in Knplnnd is now mueh greater than the rent of ci^rncultural land : and in order 
to estimate the full ^uin of tho landlords from the expanbion of population and general 
prop'oss, we must reckon in tho values of the land on which there aro now railroads, 
mines, docks, etc. Taken nil topethor, the money 1*00101 of Engloud’s soil is more 
tiian twice ashi;;]], and its real rental is perhaps four times as Jiigli, asit ivas when the 
corn laws were repealed. 

^ Of course thcro are exceptions. Economic progress may tako tho form of 
building new raihva^'s that will draw off much of tho traffic of some of tlioso already 
existing, or of increasing tho sizn of ships till Uicy can no longer enter docks the 
entrance to wliich is through shallow waters. 
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VI, XII, 8. § 8, Political Aritimptic may be said to have Ijpgun in England 

It pcvcntppnth conturv; and from tliat time onwards wo find a 

jireatiy constant and neaily steady increase in the amount of accumulated 
the’^Mippi) wealth per head of the population.^ 

rfi-apiiai. though .still somewhat impatient of delay, has gradually 

prmrth of becomc morc willing to .saerifice case or other enjoyment in order 
pifflllotwl 1^'’ rihtain them in the future. He has acquired a greater “ tele- 
hj-man'j scopic ” faculty; that i.s. be has aeqiiinvl an increa>ed power of 
realizina the future and bringinc it clearly before his mind’s eye : 
thi-*pw’cat ’’’ prudent, and has more self-control, and is therefore more 
for the inclined to estimate at a high rate future ilU and benefits — these 
fuiuie, used broadly to include the highe-^t and lowci-t affeetions 

of the human mind. He is more unselfi'h, and therefore more 
inclined to work and save in order to secure a future provision fur 
his family ; and there ate already fiiint si^ns of a bi isbter 1 ime to 
come, in which there will he a general wilhngno-s to uork and save 
in order to increase the stores of public wealth and of public ojipor- 
tunities for leading a higher life. 

in spito But though lie is more w filing than in earlier ages to incur present 
Ja!krnin' fidurc benefits, it is doubtful whether we can non 

inhia tr.iee a continued increase in the amount of e.vertion which he is 
totioik willing to undergo for the sake of obtaining positive plea'Uies, 
u hethor present or future. During many generations tlie industry 
of the we-torn world has steadily become morc bodulou.s : holnlays 
Iiave cUraini.slied. the hours of work have inr leased, and people have 
from choke or necessity contented theniscKcs with less ami less 
search for pleasure outside their work. But it would spem that this 
moseraent has u-ached its maximum, and is now dec lining. In all 
grades of work except the very highest, people are getting to prize 
relaxation more highly than before, and aic becoming more im- 
patient of the fatigue that results from excessive strain ; and thev 
are perhap.s on the whole less willing tlian they used to he to undergo 
the conslantly increasing “discommodity” of \ery long hours of 
work, for the .sake of obtaining present luxuries. The.se c.iuses 
would make them lo.'S willing than before to work hard in order to 
provide against distant needs, were it not that there is an even morc 
rapid increase in their power of realizing the future, and perhaps — 
though this is more doubtful — in their clesire for that social distinc- 
tion which comes from the possession of some small store of accumu- 
lated wealth. 

This increase of capital per head tended to diminish its marginal 
* See IV. vij. 



CHANGES IN THE RATE OF INTEREST 667 

utility ; and therefore the rate of interest on new investments fell, yi. xu. o. 
though not uniformly. It was reported to be 10 per cent, during a Recent 
great part of the middle ages; but it fell to 3 per cent, in the earlier 
haK of the eighteenth century. The sub.scqucnt vast industrial tho rate 
and political demand for capital raised it again, and it was relatively 
high during the great war. It fell ivhcn the political drain had 
ceased, the gold supply at the time being very small ; but it rose in 
the third quarter of last century, when new gold abounded, and 
ca 2 Mtal was much needed for railways and the development of new 
countries. After 1873 an era of peace, combined with a slackening 
of the gold supply, lowered interest; but now it is rising again, 
partly in consequence of an increa.sed gold supply.^ 

§ 9. The growth of general enlightenment and of a sense of There is a 
responsibility towards the young has turned a great deal of the 
increasing wealth of the nation from investment as material capital camm|sof 
to investment as personal capital. There lias resulted a largely ability, 
increased supply of trained abilities, which has much increased the 
national dividend, and raised the average income of the whole people : 
but it has taken away from these trained abilities much of that 
scarcity value which they used to po.sscss, and has lowered their 
earnings not indeed absolutely, but relatively to the general advance ; 
and it has caused many oecupations, which not long ago were 
accounted skilled and which are still spoken of as skilled, to rank 
with unskilled labour as regards wages. 

A striking instanec is that of \vriting. It is true that many 
kinds of office work require a rare combination of high mental and 
moral qualities ; Imt almost any one can be easily taught to do the 
work of a copying clerk, and ])robably there will soon be few men or 
women in England who cannot write fairly well. When all can 
write, the work of copying, which used to earn higher wages than 
almost any kind of manual labour, will rank among unskilled trades. 

In fact tlio belter kinds of artisan work educate a man more, and 
will be better paid than those kinds of clerk's work which call for 
neither judgment nor re.spousibility. And, as a rule, the best thing 
that an artisan can do for his son is to bring him up to do thoroughly 
the work that lies at his hand, so that he may understand the 
mechanical, chemical or other scientific principles that bear upon 
it ; and may enter into the spirit of any new improvement that may 
be made in it. If his son .should prove to have good natural abilities, 
he is far more likely to rise to a high position in the world from the 
bench of an artisan than from the desk of a clerk. 


^ See abo\’o vi. 7. 
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ttose of ordinary labour. For indeed the great increase in the’vi.xn, lo. 
demand for highly skilled labour, especially in the metal trades,* 
stimulated a rapid ab.sorption of the strongest characters among 'abour at^ 
the labourers and their children into the ranks of the artisans. The nms oi 
breaking down just at that time of the old exclusiveness of the 
artisans, was making them less than before an aristocracy by birth that ton- 
and more than before an aristocracy by worth ; and this rise in the reveraed. 
quality of artisans enabled them to maintain a rate of wages much 
above that of ordinary labour for a long while. But gradually some 
of the .simirler forms of skilled trades began to lose their scarcity 
value, as their novelty wore off ; and at the same time continually 
increasing demands began to be made on the ability of those in some 
trades, that were traditionally ranked as unskilled. The navvy for 
instance, and the agricultural labourer, have been increasingly 
trusted with expensive and complicated machinery, which had been 
thought to belong only to the skilled trades, and the real wages of 
these two representative occupations have risen fast. The rise of 
wages of agricultural labourers would be more striking than it is, 
did not the spread of modern notions to agricultural districts cause 
many of the ablest children born there to leave the fields for the 
railway or the workshop, to become policemen, or to act as carters 
or porters in towns. Those who are left behind in the fields 
have received a better education than was to be had in earlier 
times; and, though having perhaps less than an average share 
of natural ability, they earn much higher real wages than their 
fathers. 

There are some skilled and respoasible occiqiations, such as those 
of the head heaters and rollers in iron works, which require great 
physical strength, and involve much discomfort : and in them wages 
are very high. For the temper of the age makes those who can do 
high-class work and can earn good wages easily, refuse to undergo 
hardship, except for a very high reward.^ 

§ 10. Wo may next consider the changes in the relative wages of There is a 
old and young men, of women and children. taUm the 

The conditions of industry change so fast that long experience wascs of 
is in some trades almost a disadvantage, and in many it is of far 
less value than a quickness in taking hold of new ideas and adapting 
one’s habits to now conditions. A man is likely to earn less after 

^ Tlio abovo brief remarks on the evolution of wftjios may well be supplemented 
by Prof. Sclimoller’s 6iirvc> In liia VolknunrthchaJlflrhrCj Jii. 7 (Vol. n. pp. 2.‘50-31C). 

It is Bpoeially notable for its breadth of vic^v• uod its careful coordination of the 
material and psychical elements of progress. ISoo also tho latter half of his second 
Book. 
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vj.xn, ii.*hc is fifty years old than licfore he is thirty; and the knoivledcie of 
this is tcmptin" artisans to follow the example of unskilled labourers, 
whose natural inclination to marry early has always been enrouraged 
by the desire that their family expenses may begin to fall olT before 
their own wages besin to shrink. 

and a A second and oven more injurious tendency of the same kind is 

that of the wages of children to rise relatively to those of their 
boys and parents. Machinery has displaced many men, but not many bovs; 
' the customary restrictions which e.xcludcd them from some trades 
are giving way; and these changes, together with the spread of 
education, wliile doing good in almost every other direction, aic 
doing harm in this that they are enabling Ijoys, and even giih, to 
set their parents at defiance and start in life on their own aceounr. 
and of The wages of women are for similar reasons rising fast relatively 

women, those of men. And this is a great gain in so far as it tends to 

develop their fiiculties; but an injury in so far as it tempts them to 
neglect their duty of building up a true borne, and of investing their 
efibrts in the personal capital of their children’s cliaractcr and 
abilities. 

The earn- *! 11. The relative fall in the ineomes to be earned by moderate 
c^Oond however carefully trained, is accentuated by the ri'C in 

genmsato thosc that arc obtained by many men of e.xtraordinary abilitv. 
ri»mg. ^ which moderately good oil paintings mid 

more cheaply than now, and there never was a time at which first-rate 
paintings sold so dearly. A business man of average ability and 
average good fortune gets now a lower rale of profits on liis capital 
than at any previous time ; while yet the operations, in which a man 
exceptionally favoured ])y genius and good luck can take part, arc 
so extensive as to enable Wn to ama.ss a huge fortune with a rapidity 
hitherto unknown. 

asarMult Thc Causes of this change arc cbieflv two; firstlv, the general 
cai^a growth of wealth; and secondly, the development of new facililics 
for communication, 1 h' which men, who have once attained a com- 
manding position, are enabled to apply their eon-tnictivc or speeii- 
lative genius to undertakings vastoj, and c-\tending over a wider 
area, than ever Ijcforc. 

of wiiifh it is the first cause, almost alone, that enables some barristers 
aitnn'i?* Command very high fees : for a rich client whose reputation, or 
p “feT both, are at stake wfil scarcely count any price too high 

Bionai tG secure the services of the best man he can get : and it is this again 
that enables jockeys and painters and musicians of exceptional 
ability to got very high prices. In all these occupations thc highest 
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incomes earned in our own generation are the highest that the world vr^xn, 12 . 
has yet seen. But so long as the number of persons who can be 
reached by a human voice is strictly limited, it is not very likely 
that any singer will make an advance on the £10,000, said to have 
been earned in a season hy Mrs. Billington at the beginning of last 
century, nearly as groat as that which the business leaders of the 
present generation have made on those of the last. 

For the 1 wo causes liavc co-operated to put enormous power and n-iiiio both 
wealth in tlie hands of tho.se bu.sinc.ss men of our oivn generation in 
America and elsewhere, who have had first-rate genius and have 
been favoured by fortune. It is true that a great part of these gains incomes, 
have come, in some cases, from the wrecks of the rival speculators 
who had been worsted in the race. But in others they were earned 
mainly by the supremo economizing force of a great conistructive 
genius working at a new and large problem with a free hand : for 
in.5tancc the founder of the Vanderbilt family, who evolved the 
New York Central Railroad .sy.stem out of chaos, probably saved 
to the people of the United States more than he accumulated 
him.self.i 

§ 12. But these fortunes arc exceptional. The diffusion of rrogrem 
education, and prudent habits among tbe masses of the people, and proWng"*’ 
the opportunities which the now methods of business offer for the 
safe investment of small capitals, are telling on the side of moderate j-rcai body 
incomes. The returns of the income tax and the house tax, the 
statistics of consumption of commodities, the records of salaries classes, 
paid to the liighcr and the lower ranks of employees of Government 
and public companies, all indicate that middle class incomes are 
increasing faster than tho.<i' of the rich; that the earnings of artisans 
are increasing faster than those of the professional classes, and that 
the wages of healthy and vigorous unskilled laliourers are increasing 
faster even than those of the average artisan. The aggregate 

^ Tl slionM 1)0 noiirrtl liowovrr iliat some of mny 1 »p trncoii to those 

oppOMiiiiili'**) for i!i»’ J'ni j/i jh'Mi of initlr roinl'innijoii^ onArinf'i*jvrl by iv h’w nbJe^ 
woaliliy ainl il.iriiiu' nu-ii l<i I'Xpluit for tbi’ir own iH’nplit n Croat body of niJuiiifavturca, 
or Iho tiade and Ir.illu* of a larco Tluit part of iin-< powor, wlucli riepends 

on polilii'ul i oiuiitious, ami i spci'lally nri tin* l*rotfotiv<' tarilf, nmy pass away. lint 
tiic Hit'll of Aiui‘ii'-H is Pn iiii’CVt and its (’i)inli(ioii ho clmncWiil, that the rIow nnd 
Btoatly-coiii^ inaiu\,jumi nt of a cre.it joiiit-stoi'k eompnny on the lilncUph jilaii is nt n 
disatlvniitacp in compel it ion with tho vicorous and oncinnl schominc* the rapid and 
rosiihito fureo of a Rmiill proiip of wealthy rnpitalisls, who arc willing and able to apply 
their own redoiiives in prom underiakiiics to a much greater extent than is tho case 
in iCncland. 'I'ho ever-sliiitiiip conditions of business life in America enable natural 
selection to hrinp to the front il»e hest minds for the purpoRO from their vast popula- 
tion, almost every one of wlioin. ns ho entera on life, resolves to bo rich before he dies. 

The modern developments of hnsiness and of luisiucss foitimea aro of exceptional 
interest and instruction to Kimlidnuon : but their lessons will ho misread unless tho 
cBseniially different oonditions of business life in the old world and the new are 
constantly homo in mind. 
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VI, 301,12. income of the verv rich is perhaps not a larger part of the whole 
* in England now than in earlier times. But in America the aggregate 
value of land is rising fast ; the higher strains of the working popula- 
tion are yielding ground to lower strains of immigrants; and great 
finaneiers are acquiring vast p(jwer : and it may possibly be true 
that the aggregate income from property i,s rising relatively to that 
from labour, and that the aggregate income of the very rich is rising 
fastest of all. 

The incon- It must Ijo admitted that a rise in wagi-s would lose part of its 
benefit, if it were accompanied by an increase in the time spent in 
incut in enforced idleness. Inconstancy of enijiloymciit is a great evil, and 
indurtiy rightly attracts public attention. But several causes combine to 
« make it appear to be greater than it really is. 
rated. IMien a large factorv- goes on half time, rumour bruits the news 

over the whole neighbourhood, and perhaps the new.spapers spread 
it all over the country. But few people know when an independent 
workman, or even a small emjiloycr, gets only a few days’ work in 
a month; and in consequence, whatever su.spcnsions rif industry 
there are in modern times, are apt to seem more important than they 
are relatively to those of earlier times. In earlier times some 
labourers were hired by the year : but they wore not free, nn<l were 
kept to their work Iry per.<-onal chasti,-^mcnt. There is no good cause 
for thinking that the mediseval artisan had constant emploNinent. 
And the most persistently iDCon.stant employment now to be found 
in Europe is in those nou-agi'icultural industries of the AVost which 
are most nearly mcdiarval in their methods, and in those industries 
of Eastern and Southern Europe in which niediEcval traditions are 
strongest.^ 

In many directions there is a steady increase in the proportion 
of emjdoyees who are practically hired by the year. This is for 
instance the general rule in many of tho.so trades connected with 
transport which are growing fa.=Te.st ; and which arc, in some respects, 
the representative industries of the second half of the nineteenth 
century, as the manufacturing trades were of the first half. And 
though the rapidity of invention, the fickleness of fashion, and above 

* An instanre, -wliich carao under the present writer's o?)servfltion, may he men- 
tioned here. In Palermo there is a »mn-foudal conneetion between the nrtibans and 
their yjutrons. Each carpenter or tailor ims one or more larce houses to which he 
looks for employment ; and so long as he behaves himself fairly well, he is practically 
Becnre from competition. Tliere are no great waves of depression of trade; the 
newspaperB are never fink’d with arcounta of the Biiffering^ of those out of work, 
because their condition chaises very little from time to time. But a larger per- 
centage of artisaiiB are out of employment at the best of times in Palermo, than in 
England in tiie centre of the wor-.t depression of recent years. Something fnithcr is 
said as to loconslaucy of employment below, VI. xiii. 10. 
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all the instability of credit, do certainly introduce disturbing v 7 , xn. 12. 
elements into modern industry; yet, as we shall see presently, ' 
other influences are working strongly in the opposite direction, and 
there seems to be no good reason for thinking that inconstancy of 
employment is increasing on the whole. 
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CHAPTER Xni 

PROGRESS IN RELATION TO STANDARDS OF LIFE 

§ 1. Lbt us begin by pursuing a little furlbt.r tbe line of thought 
on which wc started in Book III, when considering wants in rehition 
to activities. We there saw reasons for thinking tliat the true key- 
note of economic progress is the development of new activities 
rather than oPnew wants; and we may now ruake some study of a 
question that is of special urgency in our own generation ; viz. — 
what is the connection between changes in the manner of living anti 
the rate of earnings; how far is either to be regarded as the cause ot 
the otlior, and how far as the effect 1 

The term tlie slaudanl of life is here taken to mean the standard of 
activities adjusted to wants. Thus a rise in the standard of life 
impiies an intTcasc o5 inlcWigence anO» energy aM W'wA- 

ing to more care and judgment in expenditure, and to an avoidance 
of food and drink that gratify the appetite biff afford no strength, 
and of ways of living that are unwliolesoino physically and morally. 
A rise in tlie standard of life for the whole population will much 
increase the national dividend, and the share of it which accrues to 
each grade and to each trade. A rise in the standard of life for any 
one trade or grade will raise their efficiency and therefore their own 
real w'ages : it will incrca.se the national divideiiJ a little ; and it will 
enable others to obtain their assistance at a cost somcwliat le.ss in 
proportion to its cifieiency. 

But many writiirs have spoken of the indiience exerted on wages 
by a ri.se, not in the standard of life, but in tluff of coinjnrt a term 
that may suggest a mere increase of artificial wants, among wliieh 
perhaps the grosser wants may predominate. It is true that every 
broad improvement in the standard of comfoit is likely to bring 
with it a better manner of living, and to open the way to new and 
higher activities ; while people who have liitlerto had neither the 
necessities nor the decencies of life, can hardly fail to get some in- 
crease of vitality and energy from an increase of comfort, however 
gross and material the view which they may take of it. Thus a rise 
in the standard of comfort will probably involve some rise in the 
stauJard of life; and, in so far as this is the case, it tends to 



THE STANDARD OF COMFORT, AND THE IRON LAW OF WAGES 575 

increase the national dividend and to improve the condition of the vi, xm, 2 . 
people. 

Some writers however of our own and of earlier limes have gone 
further than this, and have implied that a mere increase of wants 
tends to raise wages. But the only direct effect of an increase of 
wants is to make people more miserable than before. And if we 
put aside its jiossiblc indirect cITect in increasing activities, and other- 
wise raising the standard of life, it can rai.se wages only by diminish- 
ing the supply of labour. It will be well to go into this matter more 
closely. 

§ 2. It has already been noted that if po[mhition increased in .^ssump- 
high geometrical progc.ssion uninterruptedly for many generations 
together in a country which could not import food easily, then the 
total produce of labour and eajiital, working on the resources pro- i.iw of 
vided by nature, would barely cover the cost of rearing and training 
each generation as it came : this woidd be true even if we suiijiosi'd 
that nearly the whole of the national dividend went to labour, 
scarcely any share being allotted to capitalist or landowner.' If 
the alluivancc fell below that level, the rate of inereaso of the popula- 
tion must necessarily shrink; unless indeed tlui expenses of their 
nurture and rearing were curtailed, with a resulting lowering of 
efficiency, and therefore of tho national dividend, and therefore of 
eai'nings. 

But in fact the check to the rapid growth of population would coiniaiom 
probably come earlier, because the population at largo would not be ^ 
likely to limit its consumption to bare necessaries : some part of the >'■'’0 
family income would almost certainly bo spent on gratilicatious “a cumioi-t 
which contributed but little to the maintenance of life and efficiency. 

That is to say, the maintenance of a standuid of comfort, raised mure intio, imvo 
or less above that which was necessary for life and efficiency, would 
necessarily involve a check to the growth of population at a rather 
earlier stage than would have been reached if family px|)enditure had iiio world, 
been directed on the same jn'ineiples as is the expenditure on J:he 
nurture and training of horses or slaves. This analogy reaches 
further. 

Three necessaries for full efficiency— hope, freedom and change * 

— cannot easily be brought within the slave’s reach. But as a rule 
the shrewd slave-owner goes to some trouble and expense to promote 
rough musical and other entertainments, on the same principle that 
he provides medicines ; for experience shows that melancholy in a 

^ Soe VI. II. 2, ftlbo IV. IV. and v. . and VI, iv. 

** See IV. V. 4. 
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VI, xni, 2'. slave is as wasteful as disease, or as cinders that clog the furnace of 
* a boiler. Now if the standard of comfort of the slaves were to rise 
in such a way that neither punishment nor the fear of death would 
make them work unless provided with expensive comforts and even 
luxuries, they would get those comforts and luxuries; or else they 
would disappear, in the same way as would a breed of horses that 
did not earn their keep. And if it were true that the real wages of 
labour were forced down chiefly by the difficulty of obtaining food, 
as was in fact the case in England a hundred years ago ; then indeed 
the working classes might relieve themselves from the pressure of 
Diminishing Return by reducing their numbers. 

But in But they cannot do so now, because there is no such pressure, 
now'^ages opening of England’s ports, in 1840, was one among many 
are not causes of the development of railways connecting the vast agricultural 

byextreme lands of North and South America and Australia with the sea. 
num^ra"*^ Wheat grown under the most advantageous circumstances is brought 
on the to the English working man in sufficient quantities for his family at a 
total cost equal to but a small part of his wages. An increase in 
and'cM oombers gives many new opportunities for increased efficiency of 
be raised laboui and capital working together to meet men’s wants; and thus 
iMreascd Olay raise wages in one direction as much as it lowers them inaiiothcr ; 
effioiency. provided only the stock of capital required for the new developments 
increases fast enough. Of course the Englishman is not unaffected 
by the law of diminishing return : he cannot earn his food with as 
little labour as if he were near spacious virgin prairies. But its cost 
to him, being now governed mainly by the supplies which come from 
new countries, would not be greatly affected either by an increase or 
by a diminution in the population of this country. If he can make 
liis labour more efficient in producing things which can be exchanged 
for imported food, then he will get his food at less real cost to himself, 
whether the population of England gruw.s fast or not. 

When the wheat-fields of the world are worked at their full power 
(or even earlier, if the free entry of food unto England’s ports should 
ever be obstructed), then indeed an iDcrca.se of her population may 
lower wages, or at all events check the rise that would otherwise have 
come from the continued improvement in the arts of production : 
and, in such a case a rise in the standard of comfort may raise wages 
merely by stinting the growth of numbers. 

Contrast But, while the present good fortune of abundant imported food 
changes in attends on the English people, a rise in their standard of comfort 
SSd could not increase their wages, merely by its action on their num- 
bers. And further if it were obtained by measures which forced 
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down the rate of profits on capital even further below the level, vl. mi, a. 
which can be got in countries which have a greater power of absorb- avera^ 
ing capital than England has, it might both check accumulation in aetivitiee. 
England, and hasten the exportation of capital : and in that case 
wages in England would fall both absolutely, and relatively to the 
rest of the world. If on the other hand a rise in the standard of 
comfort went together with a great increase in efliciency; then — 
whether it were accompanied by an increase in numbers or not — it 
would enlarge the national dividend relatively to population, and 
establish a rise of real wages on an enduring basis. Thus a diminu- 
tion by one-tenth of the number of workers, each doing as much 
work as before, would not materially raise wages ; and therefore a 
diminution by ono-tentli in the amount of work done by each, the 
number remaining unchanged, would lower wages in general by one- 
tenth. 

This argument is of course consistent with the belief that a com- Even 
pact group of workers can for a time raise their wages at the expense 2,“"^ oi 
of the rest of the community by making their labour scarce. But 
such strategy seldom .succeeds for more than a short time. However moinmiu 
strong the anti-social obstacles which they erect against those who 
would like a .share of their gains, interlopers find their way in ; some wages 
over the obstacles, some under them, and some through them, 
Meannliile invention is set on foot to obtain in some other way, or 
from some other place, things of the production of which the compact 
giouj) thought to have a partial monopoly : and, what is even more 
dangerous to them, new things are invented and brought into general 
use, which .'ati.sfy nearly the .same wants, ami yet make no use of 
their labour. Thus after a while those, who have striven to make a 
shrew d use of monopoly, are apt to find their numbers swollen rather 
than leduced, w'hile the total demand for their labour has shrunk : 
in that case their wages fall heavily. 

§ 3. The relations between industrial efficiency and the hours of Standards 
labour are comitlex. If Ibe .strain is very great, a man is apt to be jj, relation 
so tirtd by long work that he is seldom at his best, and is often much 
below it or even idling. A.s a general, though not universal rule, his 
work is more intense when paid by piece, than when jiaid by time; 
and, in so far a.s llii.s is the case, short hours are specially suitable to 
indiistiif's in whii-h ])iece-work prevails.* 

' llii‘ iudbiiio inui li m ({lubtion, bicaiibc tlH\ vary miiel) Irom one iiiduBtiy 

lo nnotltor; und IIium' mIio ]ium t]iL> inobt iiiUioatc knowledge of thcni» Are apt to bo 
biashed. \\ hvii piecc-woik can bu brought under collective bargaining by trade unions, 
tbe (ijst elleet of an inipru\r>in(ut in plant is to raise teal wages : and tho onus oi 
claiming a reucljtihtiuciiL ul [iiece lutcs in older lo keep uages in just pro])ortiou to 
those which are being caineci by ecjually dillicult and lesponsiblc \iork in other occu- 
L 
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WliGutlip krjul', thcnatuip of llip woik Hoop thp plivMral tondi- 
tiojib undpi wJiK L it IS done, and the niptJjod )j\ «1 ik1i it is i< uquiipi 
ated aie sudi a^ to < jusp "leat ainl liai of hod\ oi nuiid oi 
both, anil to lead to a low stjudaid of Inni}; when theie has Item a 
want of that Jijsuie, jetil and Jijwa whnh an ainunirthe in cesMijn-, 
lor efli( lent ) then the kboui has been estiai a,iant fiom tin jimnt 
of Mew of sofiek at lajge ju.4 as it would be extia\a,.JanT on tLi 
part of the individual lapitahst to kiep his hoi'ps oi dates otn 
woiked OI undeifed In sufh a tasp a modpiatH dmunution of tl. 
houjs of labout would dimmish tlip national ditidend ouh teiii 
poiaiilt foi a' soon as thp impioted ••tandaid of hfe Lad ha 3 tnui 
to eieit it' full efleit on tlip f ftif n iKt ol tlip woikpis tlnii intn a'l 1 
eneigt, uitelhgenip and foiip of diaiaitei tifiuM enal le them to il , 
ah muih as bpfoie m le's tmip and tliU', even fiom the pi int ol 
view of mateiidl pioduetion theip would bp no ultiniati ]o" m, 
mole than IIkip would Ijp m spudme a 'iik woiJ-ei into Lo'] iial to 
get Ins 'tiength lenotated Tbe foiiiini' iiennation i' mti n '* d in 
the re'tup of men and 'till moie m that < f wonn u horn (m e"j»e 
work at lea't as muuh as it is m the handjni down lu it ol i uoo i 
•doik ol nuiTeiial wialth 

This amuniPiit assuiiM' that the new lest and laimie lai't tlie 
standaid ol life knd sui li a iP'ult is almost ceitam t' • f tlL w m ilie 
p\tieme cases of ostiwoik which tvp Late I eeu now con'idciiii!; 
foi m them a nieie Lssemiijr ol taiMon is a iKce'sut tondnion loi 
taking the fust step upwaiU' The lowest giade of hoin sf worl.i i' 
H'ldom woik \eir Laid But thet hat p littk staiiiina and maiit 
of tliPin aie so otei-'tiaimd that thet nimht juobalilt aftc' a tiiin 
do as much in a shorter dai as tln ^ uovt do m a hntj one ^ 

Again tlieie aie 'ome bianclip' of indu'tit which at jiip'cnt tinii 
to account espensive plant duini" nme oi ten hour' a dat , and in 
which the giadual mtioduction ol two 'hilt' of ciglit lioiii' or p’ c.n 
le»s, would be a gam The change wouLl ined to be intiodiK 1 
giadualh ; for theue is not enemgh 'kill'd l.ibuui in pM'tence ti 

pdtiojiN J's th ti uj on tl « ijj|jI > is his 1 1-'“ [ t r j-'.n i 
uj fi\ouj %Mll ciu|li/\fL- tli* u » i_ i*ij/ 1 j» I- ^ > i d-* 111 s ru J -i 

oi iiiiiiiiu uK tl \ II. J rk ^ '< 1 iii.i iiu ]>■ i i) 

iniiiv oiiiu (d^rs j( ihcii UK]] luij <1} niii tii ii\arta_) t < ii it ^ ^ 

Ar(oi(Ij;j/ to Piob smu S buioUti it !'• i il tl .it ] imi uoik jii k.w h, oiitjiut in 

20 tO IN) ])« 1 t < 111 u< < IjJ tOtll« 1 144 OI tilt lU-i iIh Hi ) U i 111 J t 

of tbe iLilusiiv, i o/y tfu fetuff f X r Ji**> \ij iiMimtiM i!« t uk 1 si it4 nirrji 1 
caUbCKMhi ]j 1 il'l UOlkU'i It 1 llU lo 0]«] Om. l4t l>\ ItsilJt'h in 4 1 1 1 liU lU i Jslll 

ui koimii^ It in cIIk J- IS l»A ( oK 'J/n ii i ,ib ii 

^ Jii liKtoiN Ol JXiilis]i ]iidustiJ4 Kotlnsthc iijrsl \ iiioiis ilu innst i Ic iiK iLliiic 1 
and tJ)f most *f( ni jjisUih 11^4 t \j cnnuiits us tii ti e inli iiii < oi \ .irnlit ikiji tl 
houifa of Uboit ou oiitjiut Imt mtf iiuiti* ndl stitihi s on tht uil i t S4<in tu > 
epfc.iall> (ojjjj n loi iu>»tan c iXciiidii, JJoi r -li't ( nt usttn^ fa hurz i t 

Arbeit^ d, J'jirj 
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allow such a plan to be adopted at once m all the ^\oIkshops and \r, -sm, a 
factoi les for ^^hlch it is suited But some kinds of machinery, i\ hen',,o^1iJ^0 
worn out or antiquated, minhl be lephiLcd on a smaller scale, and, almost 
on the other hand, much new machinery that cannot be piofitably to 
intioduced for a ten hour-s' dav, would be mtiodueed for a sixteen 
houis (hn , and ivhoii once intioduced it would be improved on. 

Thus the aits of pioduction would piogress more lapidly; the 
national ilnidend would ineiease, woikinw men would be able to 
earn hieliei w aixes w itliout chei kins the jriow th of capital, or tempting 
it to migiate to coiintiies w heie wane' aie lower and all classes of 
societi would leap lieiiefit fioiii the change 

The impoitance of thi' coii'ideiation is more apparent every 
war, since the triowimi expensnene''. of mat hiiiery, and the quick- 
ness with which it IS leiideied obsolete are constantly increasing the 
wastefulness of keeping the imtiiing non and steel le^ting in idleness 
duiiiig sixteen iioius out of the twentc torn In anv coiintiv, such 
a rhanue would mtioase the net piodnte, and tlieiefoic the wages of 
(.nil woikei hciaiiso niucli less than hefoic would have to be 
deducted fioin liis total oiitimt on account of charges for machmeiy, 
plant, lat ton lent eti But Viiglo-Anvon artisans, unsurpassed m 
aceuiacv of touch, and sm passing all in sustained energy, would more 
than am otheis moieasc then net pioduee if they would keep their 
mat hiiK I V going at its full sjiee 1 for sixteen houis a dav, even though 
tliec tlieni'ches woiked oiih eight ' 

It must liowe\ei be leniembcied that this paiticular plea lor a 
loduttioii of the houis of labour applies onlv to those trades which 
use, 01 can U'C, expensive iilant, and that in many cases, as for 
instance in some mine' and some hraiichcs of lailwav woik, the 

‘Ontlkwli If ol il IS Ml) I < f '*(0 Pioi (hipnnus at the BiitJbl) V»*o 

iiitinn pul 1 sIjhI m tlio / run/ii / un il \ 1 \!\ 

DoiibU shiits u 11 s tl invi on thi (onlnunt thui in 1 n.^land But tht> have 
not a nr till! il ( N } i «h< hi ii > ol 1 ihi m lu so)>n_ that iJoiihlc* slmtoiiuuJveviojk 
niarU Qli tin mJit tluouM.! ami vvruk i** m vtr so jood is tlav woik partly 

hiviise llu i m 1 V ik at ni-ht flo net i st tK I inns: the dav No doubt 
fti(TJn [111 tJ d ^ (fCUfiii I 17 h m.i 1 against cIh 1 1 in lor rnstnmo i machine 
IS not so v\ 11 It 1 I >1 whin ( vo iiii n slian tiu rvsj onsibility ot kiejunir it in order, 
as wlun 1 11 man 1 il e \vh jK rninunni nt ol i* uii 1 tlit re ip "ometime.'s a di Hit. nit} 
about ((Miu I s{ fi'-tl hfv Ui imj < jt < tn ns in the uoil donf , hut tlir^e diliieiiltiPS 
*an be in i -u it ni is j omi « n 1 \ pittm^ tin mu hint and tin woik in chai,;e 
oi two pirtmis \ im th ii wind! b' n liltl dilh idt> in reuljuslm» tlu' oflico 
aiiiiueimntb to smt a iiv ot siMcin hours But employ ets and their ioicinon do 
not u uinl thc'SL ditlu iiltits is nisU|Kinblo and i\|>nun (0 shows that workmen soon 
uv 14 nmt the lepiiirnan e w hi« li tli< v tcel at lust to donhlo aliitts One sot mii{ht end 
its woik Ht noon and tli» oliici U^riithen or u lint wuiild perhaps be Ik ttei one slidt 
rm^lit woik sav iiom i \ in to 10 a in oul iioin 1 10 p in to 1 )0 p m the second 
bTt working from 10 llnin to 1 !> pin and liom 4 H ]> m to 0 45 pm , the two 
bet<i mi^ht thiin^i plicis it the end ut eidi week or mo itli A {rcneial adoption of 
double shiitis will he ne(tss,'r\ it the extension oi tlit nmivclloiis powers of expensive 
tnachimrv inlocviiv bran h ct mnniinl work is locvrciso tho full influence of w hich 
it 18 eapable in icdiu ini; the hoiiis ol labour mu« li hetow eight 
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VI, XIII, 4.' system of shifts is already applied so as to keep the plant almost con- 
■ stantly at work. 

But in There remain therefore many trades in which a reduction of the 
tratics <i hours of labour would certainly lessen the outjjut in the immediate 
present, and would not certainly bring about at all quickly any such 
in?Teasp of efficiency as would raise the average work done per head 
up to the old level. In such ca.ses the change would diminish the 
national dividend; and the greater jiart of the resulting material 
loss would fall on the workers whose hours of labour were diminished. 
It is true that in some trades a scarcity of labour would rai.se its price 
for a good long while at the expense of the rest of the community. 
But as a rule a ri.si* in the real price of labour would cause a dimin- 
i.shcd demand fur the jiroduct, partly through the increased use of 
substitutes ; and would also cause an inrush of new labour from lesi 
favoured trades. 

§ 4. It may be well to try to explain the great vitality of the 
common belief that wages could be raised generally by merely mak- 
ing labour .scarce. To begin with, it i.s diflicult to realize how differ- 
ent, and often even opposed, are the immediate and pi.-rmauent 
ofreauem;; (iirpet-s of a change. People sec that when there are competent men 

till! liouri .... I -Tin. r ‘ I 

of iiiboui waiting lor work outside the ollicc-s of a tramway company, thosj 
eVn'iniMii Alieady at work think more of keeping their posts than of striving 
wages ; and that if these men were away, the employers 
cHeetd uru could not re.sist a demand for liigher wages. They dwell on the fact 
as to*"*'’ tramway men work .short hours, and there is no diminution 

uiiiniatc in the number of milc.s run liy the cars on existing lines, then more 
men must be employed; probably at higher wages per hour, and 
[lossibly at higher wages per day. They see that when an enterprise 
i.s on foot, as for instance the building of a house, or a ship, it must 
be finished at any cost, since there is nothing to be gained by stop- 
ping half way : and the larger the .slices of work on it done by any 
one man, the fewer .slices of work on it will be left for other people. 

But there are other con.sequeiices more important, though less 
obtru.sive, which ni-ed to be considered. For instance, if tram 
workers and building operatives stint their labour artificially, 
tramway extensions will be checked; fewer men will he employed 
in making and working tramways; many workpeople and others 
will walk into town, who might have ridden ; many will live closely 
packed in the cities who might have had gardens and fresher air in 
the suburbs; the working classes, among others, will be unable to 
pay for as good housing acconuiiodation as they wmuld otherwise 
have had ; and there w ill be less building to be done. 
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In sliort the arpnnicnt that wages ran he raised jiermanently hy VI. xm. s. 
stinting labour rests on tlic as.snmption that there is a permanent ’an,f~ihat 
fixed ivorl'-fititd. i.e. a certain amount of work which has to he done, Hii’u'isno 
whatever the price of lalmur. And for this ns.suniptiim there is no fumi; 
foundation. On the contrary, the demand for work eomes from the 
national dividend : tliat is. it comes from work. The less work there 
is of one kind, the le.ss denicind there is for work of other kinds ; and 
if labour were scarce, fewer cntcr|)rises would be iindiu'taken. 

Again, constancy of emjilovment is dependent on the organiza- 
tion of industry and trade, and on the success with ivhich those who 
arrange su])[)ly are abh' to forecast coming movements of demand and 
of price, and to adju.st their actions accoidingly. But this would not 
be better done with a short day’s work than with a long one; and 
indeed the adojition of a short day, not accompanied by double 
.shifts, would discourage the use of that expensive plant, the ])resence 
of which makes employers very unwilling to close their works. 

Almost every artificial stinting of work involves friction, and there- 
fore tends, not to lessen , but to incrca.sethe incon.stancy of employment. 

It is true that, if plasterers or shoemakers could exclude external and that 
eompetition, they would have a fair chance of raising their wages by 
a mere diminution of the amount of work done by each, whether by 
shortening the hours of labour or in any other way ; but these gains dividi-mi 
can be got only at the cost of a greater aggregate loss to other .sharers 
in the national dividend: which is the source of wages and ])rofits Morkini- 
in all industries in the country. This conclusion is emidiaMV.cd by 
the fact, to which ex]'erience testifies and wddeh analy.sis explains, 
that the .stronge.st instancc.s of a rise in wages attained by trade union 
strategy are found in branches of indnstiy, the demand for whose 
labour is not direct, but derived " from the demand for a jnodnet 
in making which many blanches of industry co-operate : for any 
one branch, which is strong in strategy, can absorb to it.self some, 
share of the ])iice of the ultimate pioduct, wdiich might have gone to 
other branehi's.^ 


§ 5. AVe now come to a second cause of the vitality of the belief 
that wages can be raised generally and permiineidly by checking the 
sup])ly of labour. This cause is an uuder-e.st imate of the effeots of 
.such a change on the supjjly of capital. 

It is a fact — and, so far as it goes, an inijiortant fact— that some 
share of the loss resulting from the le.s.sening of output by (say) 
plasterers or slioeinaki'Es, will fall on thosi' who do not belong to the 
working classes. Part of it will no doubt fall on employers and 

* fSpp al)o\T, V. VI. 2, 
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vi.xni, 5. capitalists, whose personal and material capital is sunk in biiildinf; 
'or shoomaking; and part on well-to-do users, or consumers, of 
houses or shoes. And further if there were a general attempt 
by all of the working classes to obtain high wages by restricting the 
effective supply of their labour, a considerable part of the burden 
resulting from the shrinkage of the national dividend would doubtless 
be thrown on other classes of the nation, and cspeeiallv on the 
capitalists, for a time : but only for a time. For a consideralile 
diminution in the net return to investments of capital would .speedily 
drive new supplies of it abroad. In regard to this danger it is 
indeed sometimes urged that the railways and factories of tlii' 
coimtry cannot be exported. But nearly all of the materials, and a 
large part of the appliances of production are consumed, or worn 
out, or become obsolete every year; and they need to be replaced. 
And a reduction in the scale of this replacement, combined with the 
exportation of some of the capital thus set free, might probably so 
lessen the effective demand for labour in the country in a few 
years, that in the reaction wages generally would be reduced much 
below their present level.' 

Intrma- But though the emigration of capital would not in any case he 
attended by much difficulty, owners of capital have good business 
™re- reasons as well as a sentimental preference in favour of investing it 
their*' at liomc. And therefore a rise in the .stantlard of life, which makes 

noMU** “ country more attractive to live in, is sure to erninterael to some 

biiitics. extent the tendency of a fall in the net return on invc.stments to 
cause capital to he exported. On the other hand an attempt to 
raise ivages by anti-, social contrivances for stinting output, is certain 
to drive abroad well-to-do jKople in general ; and csjjocially just 
that class of capitalists whose enterprise and delight in eonrjneiini; 
difficulties is of the most importance to the working classes. For 
their ceaseless initiative makes for national leadership and enables 
man’s work to raise real wages; while promoting an inercascil 
supply of thn.se appliances which make* for etficiencv, and tliii'. 
sustain the growth of the national dividend. 

' To (ako an illualnillon, lot iia thal Bhoomakci'. ,m 1 li.illi i*! iln' 

same praeJo, iiorkmp cijual liour.H, ami roc-ivinp pqii.il wapi's l» fnn- aial .ifua ,i "imu'i lI 
roiliictiuii m tho hours of labour, llicn both hofon' anil aftir lliu cliiiiipi', Ibi' Irnttor 
could buv, sith a montb's aapea, as many shoes ns tt-cre tlic nut ))i-oilu( t of tin- slioc- 
m^pr's HOi'k for a mouth (are VI. ii. 7). If tfip shoi niakor uorked less hours than 
l)efore, and m consequenoo did less work, tho net prodmt of his lahoiii for a month 
would have diminished, unless either by nsyslcm of workinp double sliifts the employer 
and his capital had earned jirofits on two sots of workcis, or his profits could lie cut 
down by the full amount of the diminution in outjiut. Tho Inst supposition is in- 
consistent with what we know of the causes which povern the supply of eapilal and 
business power. And tlierctoiv the liuttrr's wnpes would po less far timii iMfui-c ni 
ouying shoes j jind so all roiin<{ for oilier tnulrp. 



WAGE MOVEMENTS 


583 


It is true also that a general rise in wages however attained, if vt, xm, 6. 
spread over the whole world, could not cause capital to migrate from • 
any one part of it to another. And it is to be hoped that in time 
the wages of manual labour will rise all over the world, mainly 
through increased production; but partly also in consequence of a 
general fall in the rate of interest, and of a relative — if nut absolute-^ 
diminution of incomes larger Ilian are neecssirv to supply the means 
of eflieient work and cultuie oven in the highest and broadest sciuses 
of these terms. But methods of raising wages, which make for a 
higher standard of eomCort by means that lessen rather than promote 
efficiency, are so aiili-social and shortsighted as to invoke a speedy 
retribution ; and 1 here is perhaps little chance of their being adopted 
over any great part of the world. If several countries adopted such 
methods, the others going straight for raising the standards of life 
and of effieieuey, would speeddy attract to themselves much of the 
capital and of the best vital force away fitim those who followed an 
ignoble re.strici ive [loliry. 

§ 6. In this diseassion it has been necessary to adhere to general Dimcuitio« 
reasoning: for a direct appeal to e.vperiencc is difficult; and, if^pponito 
made lightly, it can but mislead. Whether wc watch the statistics I’xporicncio 
of wages and production immediately after the change or for a long 
period following it, the prominent facts are likely to be due chiefly to 
causes other than that which we are wishing to study. 

Thus if a reduction of hours resulted from a successful strike, 
the chances arc that the occasion chosen for the strike was one when 
the strategical position of the workmen was good, and when the 
general conditions of trade would have enabled them to obtain a 
rise of wages, if there had been no change in the hours of labour : 
and therefore the iinniediate elfeets of the change on wages are likely 
to ap])ear more favourable than they really were. And again many 
enqdoyers, having entered into contracts which they are bound to 
fulfil, may for ihe time oiler higher wages for a short day than 
behire for a long day. But this i.s a result of the suddenness of 
the change, and is a mere fl.isli in the pan; and, as has just been 
observed, the immediate results of such a change arc likely to be 
in the opjinsite direction to those which follow' later, and are more 
enduring. 

On the other hand, if men have been overworked, the shortening 
of the hours of labour will not at once make them strong : the 
physical and moral improvement of the condition of the w'orkers, 
with its consequent ineri'a.se of efficiency and therefore of wages, 
cannot show itsidf at once. 
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Further, the statistics of production and wages several years 
after tlie reduction of hours are likely to reflect changes in the pros- 
perity of the country, and especially of the trade in cpiestion ; of the 
methods of production ; and of the purchasing power of money : 
and it may be as difficult to isolate the effects of reduction of t he 
Hours of labour as it is to isolate the effects on (he waves of a noisy 
sea caused by throwing a stone among them.^ 

We must then be careful not to confuse the two questions whether 
a cause tends to produce a certain effect and wh<'ther that ca\ise is 
sure to be followed by that effect. Opening tlie sluice of a reservoir 
tends to lower the level of the water in it; but if meanwhile larger 
supplies of water are flowing in at the otlicr end, the opening of the 
sluice mav be followed by a rising of the level of the water in the 
cistern. And so although a shortening of the hours of labour would 
tend to diminish output in those trades which are not over-worked, 
and in which there is no room for double shifts ; yet it might very 
likely be accompanied by an increa.se of production arising from the 
general progress of wealth and knowledge. But in that ease the 
rise of wages would have been obtained in spite of, and not in coiise- 
quence of, a shortening of hours. 

§ 7, In modern England nearly all movements of the kind which 
we hii\’o ju.st been discussing are directed by trade unions. A full 
appreciation of their aims and results lies beyond the scope of the 
pre.sent volume : for it mu.st be ba.scd on a study of corabiuat ions in 
general, of industrial fluctuations, and of foreign trade. But a few 
words may be said here on that part of tlieir policy which is most 
closely connected with standards of life, and work, and wagi'.s.^ 

‘ For instfinrt*. wIhmi wp look iit tlir lustorj of thr* inlro'liu*tii»n oi llio lioins' 
day in Aiihtnilifi o find iiroal fliirtuations in the of tho iniiuH tui‘l tin* fsn])|>I\ 

of Eolil, in tin* jjrospt'rity of thr shr<*p farnw nivl tin* jint-r of wool, ni tin* honotviii.' 
from old coimtnrs caiiitnl with which to oinpUn liihuiir to hiiild iiiiKuiys, 

etc., in iininiiTratioii, imd in corninm*mI iTcnlit. Arid ull tljcsc such poucrlul 

cauKCS of rdiansc in tlie condition of the Ail’ll mlian workiiii; man as to coiiipl('tc];t 
ov’cilay ftiul liido from vii*w tiie rllfi ts of n n?<iiiftn>n nf the lioMr>> of Lihour from !•) 
groRS (S^ net nit(*r (U’diutiim ini*al timoR) to 8 net. .Money m Au*«lralni hio 

much lower Hihii they Nvm* licforo the* hoiir» were wlioiMeiu'd ; mid, though il may lio 
true tlmt tin* purcliiihini: power of money has UKre.neil, ‘•o that timI liave not 

fallen, jet there seciiH no donht that tlio real waifes, of Uilmiir 111 .Viislialin me not 
nearly ns nuieli ahovo ihoM* in KiieIuiuI a<» they were hefore tiie lediu turn in llo* honi*! 
of lahom : and it has not been proved that thej are not lower than they would have 
been if that cliaiii{e had not taken plorc. The conniVTcml trouhlei tluouEh wliieh 
Australia passed shortly after the clmnEO wero no doubt mainly eatised by a series of 
droiiEhts siipcrveninp on a reckless inflation of credit. Hut a contiihutoiy eaii'''* 
appears to have been an over-sanEuIno cstimato of iho economic eflicieney of f*hoil 
hours of labour, whiuh led to a prcmiituro reduction of hours in intlustries not \m‘ 1I 
adapted for it. 

* A short provisional description of trade unions is afTixed to Vol. i. of my Elcmenf'^ 
oj Economics^ which is, in other respects, on ahriflgmunt of the present volume. An I 
the account of tlicir aims and inetliods Kiven in tlie Final Report of the Labour 
Commission, 1803, has tlic unique authority derived from tho co-opera Lion of employers 
and trade union leaders of e.xerpf jojiaI ability and cxpeneiiee. 
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The increasing changcfulncss and mobility of industry obsoure xm, 7. 
the influences both for good and for evil which the earnings and ' 
industrial policy of any group of workers in one generation exert on 
the efficiency and earning power of the same group in a later genera- 
tion.^ The family income, from which the exjjen.sps of rearing anti 
training its younger members mu.st be defrayetl, seldom comes nofv 
from a single trade. The .sons arc le.s.s frequently found iu their 
father’s occupation : the stronger and more strenuous of those to 
whose nurture the earnings of any occupation have contributed are 
likely to seek higher fortunes clbcwhcro; while the weak and the 
dissolute are likely to descend below it. It is therefore becoming 
increasingly difficult to bring the te.st of experience to bear on the 
question, whether the efforts, which any particular trade union 
has made to raise the wages of its members, have borne rich 
fruit in raising the standard of life and work of the generation 
reared by aid of those high wages. But some broad facts stand 
out clearly. 

The original aims of British trade unions were almost as clo.sely Thoir 
connected with the standard of life as with the rate of wages. They 
derived their first great impulse from the fact that the law, partly in raiwnR 
directly and partly indirectly, sustained combinations among cm- ntamUrd 
ployers to regulate wages in their oum supposed interc.st; and pro- 
hibited under severe penalties similar combinations on the part of as much 
employees. This law depressed wages a little; but it depressed 
much more the strength and richness of character of the workman. 

His horizon was generally .so limited that he could not be fully drawn 
out of himself by a keen and intelligent interest in national affairs : 
so he thought and cared little about any mundane matters, except 
the immediate concerns of himself, his family anrl his neighbours. 

Freedom to combine with others in his own occupation would have 
widened his horizon, and given him larger matters to think about : 
it would have rai.scd his standard of social duty, even though this 
dutv might have been tainted with a good deal of (dass selfishness. 

Thus the early struggle for the principle that workmen .should be 
free to do in combination the counterpart of anything which em- 
plovers were free to do in combination, was in effect an effort to 
obtain conditions of life consistent rvilh true self-respent and broad 
social interests, as much as a struggle for higher wages. 

On this side of the field victory has been complete. Trade union- 
ism has enabled .skilled artisans, and even many classes of unskilled 
workers, to enter into negotiations with their enqiloyers with the 

‘ t’otnjiau* «l>o\o, VI. ill. 7 ami v. 2. 
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VI, xni.V same gravity, self-restraint, dignity and forethought as are observed 
■ in the diplomacy of great nations. It has led them generally to 
recognize that a simply aggressive policy is a foolish policy, and th.at 
the chief u.se of military rc.sourccs is to prc.serve an advantageous 
peace. 

Tiiiain- * In many British industries Boards for the adjustment of wage.s 
Alienee on stcadilv, and smoothly, because there is a strong desire to 

charaptcr ’ .. t . . 

bears fruit avoid waste of energy on trines. If an employee disputes tlio justice 
for adjust- of judgment passed by his employer or foreman on his work or 
w&ch remuneration for it, the employer in the first instance calls in the 

continiio trade union secretary as arbiter : his verdict is generally accejtted 
work."™' the employer ; and of cour.se it must be accepted by the nperat i ve. 
If beneath this particular personal dispute there is a question of 
principle on which no clear agreement has been reached by the 
Board, the matter may be referred for discussion to the secretaries 
of the employers’ association and the trade union in conference : if 
they cannot agree, it may be paased on to the Board. At last, if the 
stake at issue is large enough, and neither side will give way. the 
issue is relegated by a strike or a lock-out to the decision of force. 
But even then the good services of several generations of organized 
trade unions are seen in the conduct of the contest ; wliich seneiMlly 
differs in method from the contest waged between employers and 
employed a century ago, very much as honourable war between 
modern civilized peoples docs from fierce guerilla war among wild 
peoples. Self-control and moderation of manner overlying resolute 
purpose distinguish the British delegates above others at an inter- 
national labour conference. 

greatness of the services which trade unions liave 
abii-je. Tendered imposes on them corresponding obligations. Xnlik'mr 
oblige: and they are bound to look with suspicion on tho.se, elm 
exaggerate their power of raising wages by particular devices, es- 
pecially when such device.s contain an anti-social clement. Tliere 
arc indeed but few moveinents which arc without rcjiroaeh : some 
de.struetivc influence lurks in nearly everv great and good effort. 
But the evil should he stripped of all ghwis, and carcfullv examined, 
.so that it may be kept down. 

Tho § 8. The chief instrument by which trade unions have obtained 

liubT" power of negotiating on even terms with their employers i.s a 

tho chip! '■ Common Kule ” as regards the standard wage to be paid for an 
hour’s work of a given class, or again for piece-work of a given class. 
Custom and the rather ineffective assessments of wages by Ju.sticcs 
for evil, of the Peace, while hindering the workman from rising, had also 
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defended ]iim from extreme pressure. But, when competition 
became free, the isolated workman was at a disadvantage in bargain- 
ing with cm])loycrs. For, even in Adam Smith’s time, they wore 
generally in agreement, formal or informal, not to outbid one another 
in the hire of labour. And when, as time W’cnt on, a single firm wa.s 
often able to employ several thousands of workmen, that firm by 
itself became a larger as well as a more compact bargaining force 
than a small trade union. 

It is true that the agreements and under.staiidings of employers TLo com- 
not to overbid one another were not universal, and were often 
evaded or bi'oken. It is true that when the net product due to the 
labour of additional workers was largely in oxcc.s.s of the wages that ot"* 
were being ])aid tothem, a pushing emjjloyer would brave the indigna- ^ 
tion of his peers, and attract workers to him by the offer of higher jiiodui-t 
wages : and it is true that in progressive industrial districts this m.eorl.Hn« 
competition was sufficient to seciu-e that no considerable body of 
workers should remain for long with wages much below the equi vahmt 
of their net product. It is necessary to reassert here the fact that 
this net product, to which the wages of a worker of normal efficiency 
approximate, is the net product of a worker of normal efficiency : for 
a suggestion has indeed been made by some advocates of extreme 
enforcements of the Common Rule, that competition tends to make 
tlic wages of the efficient ivorker equal to the net product of that 
worker who is so inefficient that the omjJoyer can barely be induced 
to employ him at all.’- 

But in fact comjjetition does not act in this way. It does not it does 
tend to make weekly wages in similar emjdoyments equal : it tends 
to adjust them to the efficiency of the workers. If A will do twice 
as much work as B. an employer on the margin of douht as to whether product of 
it is worth his while to take on additional workers, will make ju.st 
as good a bargain by taking on A at four shillings as by taking on B 
and anotlier at ttto shillings each. And the causes which govern 

1 Tilt’ infliu'iu Oft on ■wliuh are iNMTiisotl by trmlr* 

union hadois in many tlirc'i'iioiiH, an» apt lo be nwiicd by a mniiufltTstaiiclm^ on 
tins inaUor. 'riu-y lommonly uim* a-* tlu^ir tiulhoutj ibo vit\ atmlily auri olilr 
Ire.ifiv on JmluAt/inl Jhf/i'jnun/ bv aij*l Mrs. Webb, whiTf ibi* 
ir« Tims they «.iy, p. 71u, “ Jt is now thonrt'tually iU*r«oimtnitad, as wo 

paw 111 our eliapttr on *Tlio of llu I.touoniisi'./ tlial under 'jicifocl com- 

pplition,' and comidiMo mobility boiwacn oni* otMMi|miioii «nd anothcr> llio common 
level of wacos tentls to In* no inrire than * the net prudneo <lui> to the labour of tho 
iiiar;:iiial labourer ’ ^^llO i-j on the virue of not licinc: employed at all 1 ” And, p. 

787 f. n., they refer to tin's inarj;iri.il laboiiivr ns uii industrial invalid or pauper, 

Bn>iiiu : — “ if the wayoa of ovit> du^s of labour iindtr eomjietition tend lo bo 

no more than (h<‘ net produce due to tha iHldition.il lalnnir of the nmi'pinal labourer of 
that ciaBS, who is on tlic vereo of not Ihmuk rmployod qI all, tho absiraetion of the 
paupers, not nceeasanly from jnoiluflivo labour for thomsi’lNCS, but from tlio com- 
petitive labour market, liy raisiim llie eapneitj of the marginal wnfje Inhoiircr, would 
seem to inrrcaae tlic wages of tlic entire* labouring clasb.” 
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VI, xui, 9. Tvages are indicated as clearly by watching the marginal case of 
* at four shillings as that of B at two.' 

True § 9. Spcaldng broadly then it may be said that trade unions 

Btaroimii- benefited the nation as well as themselves by such uses of the 
soi-iaiiy Common Rule as make for a true standardization of work and wages ; 
enowm. *gpgpjg]]j, combined with a frank endeavour to make the 

resources of the country go as far as they will, and thus to promote 
the growth of the national dividend. Any rise of wages or improve- 
ment in the conditions of life, and employment, which they may 
obtain by these reasonable methods, is likely to make for social 
wellbeing. It is not likely to worry and dishearten business enter- 
prise, nor to throw out of their stride those whose efforts arc making 
most for national leadership : nor will it drive capital abroad to any 
great extent. 

Daniipr Thc casc is different with applications of tlie Common Rule 
Common "I'lch make for a fal.se standardization ; which tend to force em- 
Riiicmny plnyers to put relatively inefficient workers in the same cla.s.s for 
fdse payment as more efficient workers; or which prevent anyone from 
fiotion"* "hich he is capable, on thc ground that it does not 

Icelinically belong to him. These uses of tlie Rule arc prana fan'r 
anti-social. There, may indeed be stronger reasons for such action 
than appear on the .surface: but their importance i.s apt to lie 
exaggerated by the jirofe-ssional zeal of traile union officials for the 
technical perfection of the organization, for which they are respon- 
sible. The reasons arc therefore of a kind for which external critieisni 
may be serviceable, in sjiitc of its aloofness. AVe may begin with a 
strong case, on which there is now relatively little difference of 
opinion. 

TliP rnao In thc days when trade unions had not learnt full .self-respect, 
sUmn to forms of false standardization were common. Obstacles were put 
improved in tlic Way of thc mse of improved methods and machinery; and 
maihinorj |],p standard wage for a task at the 

methods. 

Mt i** ronllynn umh rsfutmiml losny tliot < om)irlilion Irnds Inmakt* tlirrmployrr 
wininc In pay twhe ns liii/li \s;<Lf MoJ n.s (o /^ninhr tlii'M' romliliuiis. Tor annIlicil-Mt 
worUri’ wlio ^\ill inak** ihr 8.nn<* furiory sjuiff inwl jiliint and Bupcrvisioii sorvo for 
twico as rinu'li pmcluotlon iw au hiHlii'U'nt worker, is worth inoro than tnic*f' iis much 
wages to tlip rmploycr : he* imiy nully ho worth ihrop timus ns muoh. (Si'p iihovo, 
VI. HI. 2.) Of enurso the omplojxr mny bo ufrnni to olTor to tlio more clllcient worker 
w£iKC8 ]woi>orti(JiiaLo to his true nr»t product, lest incHifit-nt workers, KU])i)()rlo(l by 
th(Mr unions, bIiouUI ovcr-rsliniiitc his rah* of prohta, and claimn riso in wnjrcs. But lu 
this case the cause wliicli iiuikvs tlio employer pay nttrntion to tlio noti)roduc*t of the 
less ellirirnt worker, wliuii roiibicUTing how much it is wortli his wliih* to offer to tin* 
more oilicicnt, is not free romprlition, hut that rosiRtniieo to free conipctitiun whicli i^ 
oiTrred hy the inisup])licntioit of the cominon rule. Homo modern sclicines for “ tniiti 
sharing ’’ aim at raising tlio wages of eflieient workers nearly in proportion to their 
truo net product; that is, more than in proportion to tho “ piece-work ” rate : hut 
trade uiiiuiiM do not alu ays favour such scdicmcB. 
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equivalent of the labour required to perform it by melhods loiiir vij xin, 9. 
antiquated. This again tended to sustain wages in the partieular * 
branch of indastiy coneerned; but only by so great a ('he<'k to 
production, that the policy, if generally sueees.sful, would have 
greatly curtailed the national dividend, and lessc'iied employment 
at good wages in the country generally. The service wliich th(f 
leading trade unionists rendered to the country l)y cond(‘inning 
this anti-social ct)nduct ai e never to be forgot ten. And though some 
partifil relapse from its high princijiles on the part of an enliglitencd 
union led up to the great dispute of 1897 in the engineering trade, 
the error w as quicldy purged of at lea.st its worst features. ^ 

Again, false standardization is involved in a practice, still fol- insistonm 
lowed by many unions, of rcfu.sing to allow an elilerly man, who can 
no longer do a full standard day’s work, to take something less tlian "“KMfor 
standard wages. This practice slightly re.stricts the supply of «Liltora. 
labour in the trad(*, and a])pears to benefit tho.'Je w ho enforce it. But 
it cannot permanently re.strict mmibers : it often involvi's a heavy 
burden on the benefit funds of the union, and it is generally short- 
sighted even from a ])urely selfish jioint of vi<"W. It lowers the 
national dividend considerably: it condemns elderly men to fake 
their choice between op|)ressi\'e idleness, and a weary struggle to 
work hardei than is good for them. It is harsh and anti-social. 

To pass to a more doubtful case: some delimitation of the Tlie more 
functions of each iudustiial group is es.'-eutial to the working of the 
(’ommon llule: and it is certainly in the interests of industrial 
progress that cMuy urban arti'aii .-hoiild seek to attain high pio- 
fieiency in some branch of work. But a good principle is apt to be 
pmshed to evil excess, when a man is not allowed to do a certain part 
of the work on which he is engaged, though it is quite ea.-y to him, 
on the jjretext that it belongs technically to another ilejiartment. 

Such j)iohibition.s au- of relatively little injury in establishments 
that make large numbi'r.s of similai goods. Kor in these it is [jossible 
so to nnanire the woik that tlieie is fairly unifurm employment for 
an intcur.d number of ojiemtives of each of many dift’eient classc's : 
an iiititiiiil iLUiith'r. t.i.. one with no laggwl fringe of workers who 
earn a jiait of their liviiiu elvwhiTe. But such prohibitions press 

' All- fill uf the rjpjiijsftion lo iMJ»f Iiinuj ivvim iini Jiniuntrtai Untun mry, 

Pait Jl, (liupi'i Mil. it i-» (uriildiiKil uitli arUito nut to t\u’ 

irittokiiutn 11 ul iiid< laii«*2 > , Hit not to luuoi uoilJiiif f»ii (lie oM 

imilio in unit r to im r t it*> lotnpi titioii. lliis 1*9 poorl ud^id' (or \niirip rut Ji. Jlut 
jt (uiiiji^l <ihkjAs \m‘ lollifUi <1 hy 111' ‘11 uiio iraie U tliui iJiirne : an<l if the a 4 ' 
RiHUi-tiatiM* (jf iiani iif *9 hhoiiM 1 than tljr> h> u> k vt'hli'li 

they Ajipiopnatt fioin piivale f'litripii^r', tlK'^ niay do ixi't Ih ni h> 

Hhii thwA' MfLictl ilwoitl»( that ariv'« uhitu tlir bkill of iiiiddin a^id and t Idcil> xtunia 
Kijdcrcd aloio^t ^aliieU ‘•h by impiovcd uu thodis. 
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hardly on small employers ; and especially on those who are on the 
lower rungs of a ladder that may lead in two generations, if not in 
one, to great achievements that make for national leadership. Even 
in large establishments, they increase the chance that a man. for 
whom it is difficult to find work at the time, will be sent to seek 
empIo^Tnent elsewhere ; and thus swell for the time the ranks of tlie 
unemployed. Delimitation then, though a social good when applied 
moderately and with judgment, becomes an c\'il when pushed to 
e.xtrenics for tlie sake of the minor tactical advantages which it 
offers.^ 

§ 10. Next we may pass to a still subtler and more difficult 
matter. It is a case in wliieli the Common Rule a])iicars to work 
badly, not because it is ajiplied harshly : but because the work, to 
which it is set, requires it to be more perfect technically than it is. 
or perhaps can be made. The centre of this matter is that the 
standards of wages are expressed in terms of money : and since tlie 
real value of money changes from one decade to another, and 
fluctuates rapidly from year to year, rigid money standards cannot 
work out truly. It is dilficult, if not inqioshible, to give them ajipio- 
priatc elasticity : and that is a reason against extreme applications 
of the Common Rule, which must perforce use so rigid and inqierfect 
an implement. 

The urgency of this consideration is increased by the natural 
tendency of trade unions to jire.'S for a rise in standard money wages 
during inflations of credit, which raise prices and lower tlie jiurcliasing 
power of money for the time. At tliat time employers may be 
willing to pay high wages, measured in real purehasiiig power ail' I 
still higher wage.s in terms of money, even for labour that f.dls 
somewhat short of the .standard of full normal efficiency. Thus men 
of but .second-rate efficiency earn the high standard money wages, 
and make good their claim to be admitted as members of the union. 
But V(‘ry soon tlie inflation of credit subsides, and is followed by a 
depression; prices fall, and the ])ureliasing power of monev risi's ; 
the real value of l.'diour falls, and its money value falls faster. The 
high .standard of money wages, attaimsl during the inflation, is now 
too high to leave a good margin of profits even on tin' work of fully 
efficient men; and those, who are below the standard of efficicney. 
are not worth the standard wages. This false standardization is 
not an unmixed evil to the efficient members of the trade : for it 
tends to make their labour more in demand, just as doe.s the com- 

* It iTifiy Ijf* notcil tlirtt tho grrat Amalcsurtalcd Si»’iptv of to wlurli 

rcfoiPTiPt* haH just (jpph maUp, led tJip way toi’onpprtpfl iiPtion bptwppn kimlroil Ijranctu's 
of inciLibtry that suflPiis tlio hard oiitliiit s of tlphinitutioii 



GRADUAL CHANGES AND FLUCTUATIONS OP PRICES 591 

pulsory idleness of elderly men. But it does so only by checking Vi, xm, 
production, and therefore checking the demand for the labour of ' 
other branches of industry. The more such a policy is persisted in 
by trade unions generally, the deeper and the more sustained is the 
injury caused to the national dividend ; and the less is the aggregate 
of employment at good wages throughout the country. * 

In the lung run every branch of industry would prosper better, All 
if each exerted itisclf more strenuously to set up several standards of tiTioI'- 
efficiency for labour, with corresiioiuling standards for wages ; ^ 

and were more ciuick to consent to some rela.xation of a high standard generous 
of money wages when the crest of a wave of high prices, to which it 
was adajjted, had passed away. Such adjustments arc full of diffi- 
culty : but progress towards them might be hastened if there were 
a more general and clear appreciation of the fact that high wages, 
gained by means that hinder production in any branch of industry, 
necessarily increase unem[)loymcnt in other branches. For, indeed, 
the only elfective remedy for unemployment is a continuous adjust- 
ment of means to ends, in such way that credit can be based on the 
solid foundation of fairly accurate forecasts; and that reckless 
inflations of credit — the chief cause of all economic malaise — may be 
kept within narrower limits. 

This matter cannot bo argued here : but a few words may be Tiio 
said in further explanation. Mill well observed that " ^\'hab eon- 
stit utes the means of payment for commodities is simply commodities, inociiocii, 
Each jierson’s means of paying for the productions of other people Uis'iiim' 
consist of those which he himself pos.sesses. All sellers arc inevitably, 
and by the meaning of the word, buyers. Could we suddenly double sumption, 
the productive powers of the country, we should double the supply p,-o. 
of commodities in every market; but we should, by the same stroke, 
double the purchasing power. Evcryl)ody would bring a double 
demand as well as supply; everybody would be able to buy twice 
as much, because everyone would have twice as much to offer in 
exchange.” 

But though men have the power to purchase they may not 
choose to use it. For when conlidence has been shaken by failures, 
capital cannot be got to .start new companies or extend old ones. 

Projects for new railways meet with no favour, ships lie idle, and 
there are no orders for new shijis. There is scarcely any demand for 
the work of navvies, and not much for the work of the building and 
the engine-making trades. In short there is but little occupation in 
any of the trades which make fixed capital. Those whose skill and 
capital is specialized in these trades are earning little, and therefore 



592 PROGRESS IN RELATION TO STANDARDS OF LIFE 

VI. xiii,’ buying little of the produce of other trades. Other trades, finding 
• a poor market for their goods, produce less; they earn less, and 
therefore they buy less : the diminution of the demand for their 
wares makes them demand less of other trades. Thus commereiai 
disorganization spreads : the disorganization of one trade throws 
ohiers out of gear, and they react on it and increase its disorganiza- 
tion. 

Tiie The chief cause of the evil is a want of confidence. The greater 

relatioiis could bc removed almost in an instant if confidence could 

of thci rc'turn, touch all industries with her magic wand, and make them 
continue their production and their demand for the wares of others, 
crodit.pro- jf trades which make goods for direct comsumiition agreed to 

auction, , I • 1 • 1- 

and con- work Oil, uiul to buy cuch other s goods as in ordinary times, they 

sumption. supply 0116 another with the means of earning a moderate rate 

of profits and of wages. The trades which mtdve fi.xed capital raiglit 
have to wait a little longer : but they too would get employment 
when confidence had revived .so far that those who luul cajiital to 
invest had made up their minds how to invest it. Confidence by 
growing would cause itself to grow; credit would give increased 
means of purchase, and thus prices would recover. Those in trade 
already would make good profits, new companies would be started, 
old businesses would be extended: and soon there would be a good 
demand even for the work of those who make fi.xcd eajiital. There 
is of course no formal agreement between the differi.mt trades to 
begin again to work full time, and so make a market fur each other’s 
wares. But the revival of industry comes a bout tliruiigli the gradual 
and often .simultaneous growth of confidence among many various 
trades ; it begins as .soon as traders think that prices will not con- 
tinue to fall : and with a revival of industry prices rise.^ 

Tiiedriftof § 11. Tlio main drift of this study of Distribution then suggests 
cha^e'Ss sot'iid “^d econoiiiic force,s already at work arc changing the 

so far distrilfiition of wealth for the better : that they are persi.stent and 

^ Till* fjiiotation from Mill uii'l tlu* two priiMunqilis wliich follow it aiv r''|jiodLic»'(l 
from Tlii' EfonijmirH indu^tnj^ III. J. 1» pllllll^h((l 1>\ my wjft* lUul in ISTSI. 

They in(li''ute tin* uttitudo wliitli moat oi thoM', who follow in tlx^ traditions of ihe 
olusbical ('cunomisl.-, hold im to tlio roKitioiis hotwotii i ousumjttiuu und production, 
it les Lruo that in tiiiieH of depn ssiou tin* tij&uiiraidzation of Lun.auinjitiun i&i a cunlrildi- 
tory eaiise to the coiitiniiniU'e of the dlsoroanizatiun of eroclit uiul of production. Jiut 
a remedy is not to bc ^ot by .study of conauinption, uahaH beenalleLrcd by hasty 
writers. No doubt there is liood work to bi* done by a study of the infUieiieo of arbitrary 
cLaimcs ill fashion on einiihn mmit. Uiit the main .«t iicly lieerled is that of the oi'izinii/.a- 
lion of ])roduetion anil of ci'i*dit. .\iid, tlioiii:]i ceonoinistslmvo not yet aueeceded in 
briii^iin; that study to a su( ces.H’fiil ihsuc, the eausc of their faihiri* lit a in the profound 
obscurity and over-chan^in^' form of the problem ; it does not lii* in any indiHereiice 
on their ])ar( to its supreme iiiipoi’tuiiet-. Keoiimnies fiuiii l>e^iiiiiini> lu end is a bliidy 
of the mutual adiuritmenta of eoiisiiiiiptiou and production : wlien lliu one is under 
discussion, tlic other is iiovcr out of luind. 
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increasing in strength ; and that their influence is for the greater vi, xui. 
part cumulative ; that the socio-economic organism is more delicate ' 
and complex than at first sight appears ; and that largo ill-considered 
changes might rosidt in grave disaster. In particular it suggests for cuution 
that the .assumption and ownership by Government of all the means *“ 
of production, even if brought about gradually and slowly, as tfie 
more responsible “ Collectivists ” propose, might cut deeper into 
the roots of social prosperity than appears at first sight. 

Starting from the fact that the growth of the national dividend The 
depends on t he continued progress of invention and the accumulation 
of expensive appliances for production ; we are bound to reflect 
that up to the present time nearly all of the innumerable inventions ism. 
that have given us our command over nature have been made by 
independent workers ; .and that the contributions from Govermnent 
officials all the world over have been relatively small. Further, 
nearly all the costly appliances for production which are now in col- 
lective ownership by national or local Governments, have been 
bought with resourees liorrowed mainly from the savings of business 
men .and other private individuals. Oligarchic Governments have 
sometimes made gi'eat efforts to accumulate collective wealth; 
and it may be hoped that in the coming time, foresight and patience 
will become the common property of the main body of the working 
classes, Hut, as things arc, too great a risk would be involved by 
entrusting to a ])urc democracy the aecumuhation of the resources 
needed for acquiring yet further command over nature. 

There is therefore strong primd facie cause for fearing that the 
collective ownership of the means of production would deaden the 
energies of mankind, and arrest economic progress; unless before 
its introduction the whole people had acquired a power of unselfish 
devotion to the public good which is now rehatively rare. And, 
though this matter cannot be entered upon here, it might probably 
destroy much that is most beautiful and joyful in the private and 
domestic relations of life. These are the main reasons which cause 
patient students of economies generally to anticipate little good and 
much evil from schemes for sudden and violent reorganization of the 
economic, social and political comlitions of life. 

Further, we are bound to reflect that the distribution of the Existing 
natiomal dividend, though bad, is not nearly as bad as is commonly " 
supposed. In fact there arc many artisan households in England, ■'vonith 
and even more in the United States in spite of the colossal fortunes exag- 
that are found there, which would lose by an equal distribution of S'^t"*** 
the national income. Therefore the fortunes of the masses of the 
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VI, xin,’ people, though they would of course be greatly improved /or Ihe time 
* by the removal of all inequalities, would not be raised even tem- 
porarily at all near to the level which is assigned to them in socialistic 
anticipations of a Golden Age.^ 

but tiiey But this cautious attitude does not imply acquiescence in the 
needlessly preseut inequalities of wealth. The drift of economic science during 
great; many generations has been with increasing force towards the belief 
to^rance that there is no real necessity, and therefore no moral justification 
ma**'™ poverty side by side with great wealth. The inequalities 

oxccssivo. of wealth, though less than they arc often represented to be, arc a 
serious flaw in our economic organization. Any diminution of them 
which can be attained by means that would not sap the s])rings of 
free initiative and strength of character, and would not thendure 
materially check the growth of the national dividend, would .seem to 
be a clear social gain. Though arithmetic warns us that it is im- 
possible to raise all earnings be 3 mnd the level already reached liy 
specially well-to-do artisan families, it is certainly desirable that 
those who are below that level sliould be raised, even at the e,\pen.si‘ 
of lowering in some degree those who are above* it. 

Tha ex- § 12. Prompt action is needed in regard to the large, though it 
case'of^iie hoped, HOW stcadil}’ diminishing, " Residuum ” of ])(‘rsons 

Residuum, who are physically, mentally, or morally incapable of doing a good 
day.s’ work with which to earn a good day’s wage. This class perhiijis 
includes some others besides those who are alisolutoly " unemploy- 
able.” But it is a class that needs exceptional treatment. The 
system of economic freedom is probably the liest from both a moral 
and material point of view for those who are in fairly good hcidtii of 
mind and body. But the Residuum cannot turn it to good account : 
and if they arc allowed to bring up children in their own pattern, 
then Anglo-Saxon freedom must work badly through them on the 
coming generation. It would be better for them and much better 
for the nation that they should come under a paternal discipline 
something like that which prevails in Germany.® 

^ Somc^ years airo the annual iiKoirif of hoint* •tO.OUh.nUl) i>co}iU‘ in Ihe I iiiimI 
Kingdom u]j|j(>aied to aiiumnt lu mor»‘ than Muiiy leading .uH'-.im'' 

wore riiriu'ng aliout £200 a year; and then* .i Mist ininilKT ul iiiti'-aii Jionsi’lioliN 
in which eocli of four or live incmberb were earning an iiK'Oine ranging from IHa. to 
40{i. a uouk. The oxpenditurc of Uiesc householclb wub on ns laige, if not u lujgi r 
scale, than would bo pobsildo if tlio total income wore divitlccl out otjiiulJ.v, bo n.s to 
yield about £40 annually a head. 1*8, 1920. No rcconl statist iesure nctcshibli* on tin* 
matter. But it seems c-ertnin that the incomes of the working cUissrs generally »ui* 
increasing at least as fast as those of other clahses. Several of the biiggeslions made m 
the prewnt chapter are further dcvelojMHl in an article on ** 'I’he bociul possiljililies of 
economic chivalry ** in tiie ii.'conemtc Journal for ^lurch 1907. 

* A beginning might be made with a broader, inoro educative and mure gem-ioub 
administration of jniblic aid to the hclplcBs. M’ho dillieiilty of dibiriiDinaljon Mould 
need to be faced ; ond in facing it local and central authoiitics would obtain much of 
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The evil to be dealt with is so urfient that strong measures against' vi, xm, 
it are eagerly to be desired. And the proposal that a minimum* 
wage should be fixed by authority of Government below which no The claims 
man may work, and another below which no woman may work, difficulties 
has claimed the attention of students for a long while. If it could , 

® ^ proposfil 

bo made efiective, its benefits woidd be so great that it might'be for a 
gladly accepted, in spile of the fear that it would lead to malingering wa^e?”” 
and some other abuses ; and that it would be used as a leverage for 
prc.ssing for a rigid artificial standard of wages, in cases in whieh 
there was no exceptional justification for it. But, though great 
improvements in the details of the seheme have been made recently, 
find e.specially in the last two or three years, its central difficulties 
do not appear to have been fairly faced. There is scarcely any 
experience to giiide us except that of Australasia, where every in- 
habitant is part owner of a vast landed property; and which has 
been recently peopled by men and women in full strength and 
health. .\nd such experience is of but little use in regard to a people 
whose vitality has been impaired by the old Poor Law, and the old 
{.'orn Laws; and by the misuses of the Factory system, when its 
dangers wore not yet understood. A scheme, that has any claim to 
be ready for practical adoption, must be based on statistical esti- 
mates of the numbers of those who under it would be forced to 
.seek the aid of the State, because their work was not worth the 
minimum wage; with special reference to the question how many 
of these might have supported life fairly well if it had been possible 
to Avork with nature, and to adjust in many cases the minimum 
wage to the family, instead of to the individual. ^ 


the information nooilnl •luidinj', nii'l in fxtromo cases for controlUn", thoBO who 
are weak aiul csiH’ciully lliuso whost' woalaicss Is a soun*e of firove clanger to the 
coining m*n<M'ntiuii. Klilorly pooptc miiilit be helped with a chiof regard to economy 
and to ihcir pcr.soiiiil iiu’liuations. ihit tlie A'use of ihoso, who iiru rcsjtonsiblc for 
youni' cliildn ii. w onld call for a greater DX|H’uditure of public funds, and a more strict 
aiiboi'dinuLioii of piM’honal freedom lo piiblit* necessity. The most urgent among the 
(list Kti'ps towards i iuitiintf the Ucsidiiiiin to cense from the land, is to insist on regular 
si'hool alttMidiinee ill decent ('lolhinif, and with bodies cloun and fairly well fed. in 
(*nso of failuro the p.ireiits .should he wnnieil and iulv'ised : us a last rcsourco tho homes 
iniulit Ik* i losetl or roLMiliUcd with some liiiiil'iiion of the fn*edom of the parents. Tho 
oxpiMisi* would bc jiriMt : but there Ia no other so urgent need for bold expenditure. 
It would pniiove lli<' <fr(\U eniiker that iiifect.s the whole body of the nation : nnd 
vvlicn the work was «lone the re>*«uiiiM‘s that had been nbsurbed by it would be free for 
some more pleasant hut less pressing aoekd duty. 

^ Tliis last einisLdrratiou sc'ems to have been pushed on ono sido largely under the 
influence of a faidty unulysis of the nature of parasitie *’ work and of its influence on 
wages. 'File family is, in tin* iiuun, a single unit us regards geographical migration : 
uiid LhiM’ofore the wages of men iiro relatively high, and liioso of women and children 
low where heavy iron or other iiulustrica pivpomlenitu, while in some other districts 
less than ludf the inoiu'y iiieoinc of the family is earned by the father, and men’s 
wages are relatively low. 'J'liis natural adjustment is socially beneficial ; and rigid 
national ruh s as (u ininiiniun wagi s tor men niid For women, which ignore or oppose 
it, are lo he d(‘prci*atrd. 
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\T, XIII. ■ § 13. Turning then to those workers who have fairly good moral 

and physical stamina, it may be estimated roughly that those w ho are 
r-copip fit capable only of rather unskilled work constitute about a fourth of 
™A-ii °vi the population. And those who, though fit for the lower kinds of 
relaOviSy* skilled woi'k are neither fit for highly skilled work, nor able to act 
duniniBii- w’iJulv and promptly in res|)onfiible positions, constitute about 
mfmbciB. another fourth. If similar estimates had been made in England a 
century ago, the proportions would have been very different : more 
than a half would have been found unfit for any skilled laboui at all, 
beyond the ordinary routine of agriculture : and peihajis less than a 
sixth part would have been fit for highly skilled or responsible work : 
for the education of the people was not then recognized as a national 
duty and a national economy. If this had been the only change the 
uigent demand for unskilled labour would have compelled eniploycis 
to pay for it nearly the same wage a.s for skilleil : the wages for 
skilled labour would have fallen a little and those for unskilled would 
have risen, until the two had nearly met. 

But Even as it is. something like tliis has happened : the wants of 

mauiiiiKry uB.jh'illed labour have risen faster than those of anv other chiss, faster 

hab (.liiiiiii /« 1 II 1 t 1 11* * IT 

iBiicd tiie even than those ol skilled lahour. And this movement tow.iid-. tlie 
fiijualization of earnings would have gone mueh faster, h.nl not the 
which uBod of jmrely unskilled labour been meanwhile anne.xed by autu- 
to be re- luatie and other machinery faster even than that of skilled labour; 
urahiUed! wholly Unskilled work to he done now than 

formerly. It is true that sonic kinds of work, whiidi traditionally 
belong to skilled artisans, require now less .skill than formerly. Jiut, 
on the other hand, the so-called " unskilled " lahuiirer has now' often 
to handle appliances too subtle and expensive to have beini safely 
entrusted to the ordinary English labourer a century ago, or to any 
people at all in some backward countries now. 

Thus mechanical progress is a chief cause of the great dilfeieiiecs 
that still exist between the earnings of different kinds of l.ihour, 
and this may seem at first sight a severe indictment : but it is not. 
If mechanical jirogrcss had been mucli slower the real wages of 
unskilled labour would have Ixen lower than they arc now, not 
higher : for the growth of the national dividend would ha\ e been 
BO much checked that even the skilled workers would generally have 
had to content themselves with less real purchasing power for an 
hour’s work than the Gd. of the London bricklayer’s labourer : and 
the unskilled labourers’ wages would of course have been lower still. 
It has been assumed that the happiness of life, in so far as it depends 
on material conditions, may be said to begin when the income is 
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sufficieDt to yield the iieeessariea of life ; mul tluil lifter tlmt, Yt, 'tm, 
has been attained, nn inerease l>\- a siveti jiereeiitno' of the hieome 
will iiiciViise that hnj'ijiine^'i In- aluait the same aimiinit, wluitever 
the income lie. This rouirli hypthesis lends In the cimehisinn that 
an incTease by (say) a quarti'i' of the waees of the jininei' elmi^nt 
ho)Hiji(Je ^v(l^ker.^ adds more to the sum total of linjipiness tliiin tm 
increase by a quarter of I lie iiieomes of an equal nuiulier of any other 
class. And that seems reasonable ; for it nriesf.s positive sullerilifl, 
and active causes of def^vadation, and it opens the way to hope ns no 
other proportionide increase of incomes does, Froiii this jioiiit of 
view it may be uii;ed that the jioorer classes have di'i'ived a ;{rentei' 
real benefit from econtnnic prof^reiw on il.s mcchnnical mid oilier 
sides, than is .sueijested by the .stnti, stirs of tlicir wiiKes, Hut all tlin 
more iiS it the duty of society to endeavour to earry yet further mi 
increase of wellbcim; which is to be olitiiined iit so low it cost.' 

Wc have then to strive to keep merhaiiical jironress in full ‘i im niui.f 
.swing : and to diuiinisli the supply of labour, incapable of any but 
unskilled work; in order lliat the average income of the coniitry ni ^ 
may riso faster even tlian in the past, and the simi'e of it got liy " 
each unskilh’d labourer may rise faster still, To llml end we nerd 
to move in the same direction as in rrrrnt yeiirs, but more atrenil- *e»lci 
ously. Ediiration must be made more llioroiigli. Tlie srhoolinaHter 
must IiMi'ii that Ids mam duty is not to imparl knowledge, for a few 
shillings will buv more jirinted knowledge llnm a man's brain rmi 
hold. It is to edneate char.irter, famllir, and iii'tivilirs; no Hint 
the rhildren even of those ])aieiits who aie nof 1 lioiighl fill f heiiisrlvi'N, 
mav have a liettcr f liaiire of being Ir.iinerl up lo beeooie ihougliH’iiI 
parents of the iie.xt generation. To (his emi piiblii' money must 
flow freely. And if iiiii't flow freely to provido fri'Hli iiir mid Hpaeu 
for wholesome play for the children in all W’oiking rliHH i(tia.rtr'rK,* 

Thus the Stale seem-, to be required toroid lilmte griieroiiNly timl 
rvrn lavishly to that side of tie- wellbeing of the poorer working 
rliiis whirh they camiol ea-ily provide for iheniNelves : find (it tll« 
s,nui‘ time to iii'i-t that tlu* iii-ide <if the him es be kept rlean, anil 
tit fur thiM- who will be uei iled m after ye.ir- to art as sfroitg find 
responsible riti/ens. Tiir roinpulsoiy elaiHlaid of riilrtR i’eot of ajf 
per head needs lo be raisi*'! efeadily though not vioh'ttlly ; and tWa 
enmbini d w ith a regulation that no row of high Imildings hr CFM'ted 

” Sir jiWr, Uf, 6; .ifil V'dfr VIII, m ll«» Jlett Jjf HWf « rt( I'om. 

1 rini* — ni < ''ftt Muhiwti mtitht ' iniht* Jffiftmi 

*\j Lttm *au I hi'^. 

^ li lA lUjTC^I ^>1 1'j'* t A|[ f>»>n (x. X tlMt( Hi)*' iMaltli 

c<^cib1^ Oi tl '11 f hdJ'Brtfi* Idt-t i *imn §1 

tviltan Hirl vijprh Li4(f Aw^l !!•> 
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VI, xm, without adequate free space in front and behind, will hasten the 
movement, already in progress, of the working classes from the 
central districts of large towns, to plarcs in which freer playroom 
is possible. Meanwhile public aid and control in medical and sani- 
tary matters ivill work in another direction to lessen the weight that 
has hitherto pressed on the children of the poorer classes, 
and to do The children of unskilled workers need to be made capable of 
“t™® earning the wages of skilled work : and the children of skilled 
of the™ similar means to be made capable of doing still 

skilled. more responsible work. They will not gain much, they arc indeed 

more likely to lose, by pushing themselves into the ratdes of the low er 
middle class : for, as has already been observed, the more power of 
writing and keeping accounts belongs really to a lower grade than 
skilled manual work ; and has ranked above it in past times, merel v 
because popular education had been neglected. There is often a 
social loss as well as a social gain when the children of any grade 
press into the grade above them. But the existence of our present 
lowest class is an almost unniixed evil : nothing should be done to 
promote the increase of its numbers, and children once boim into it 
should be helped to rise out of it. 

The con- There is plenty of room in the upper ranks of the artisans; 

abundant room for new comers in the upper ruidcs of 
whic™ middle class. It is to the activity and resource of the lending 
material minds in this class that most of those inventions and improvements 
mai?!^’* '''bich enable the working man of to-day to have c(mifi)rts 

depends, and luxuries that were rare or unknown among the richest of a few 
generations ago: and without which indeed England could not 
supply her present population with a sufficiency even of comnum 
food. And it is a vast and wholly unmixed gain when the children 
of any class press within the relatively small charmed eircle of tlio.-e 
who create new ideas, and who embody those new ideas in .solid 
constructions. Their profits are sometimes large : but taking one 
with another they have probably earned for the world a hundred 
times or more as much as they have earned for them.sc'lve.s. 

Malignant It is true that many of the largest fortunes are made bv s])ocula- 
spMuiaUon mthcr than by truly constructive work : and much of this 
nro a Speculation is associated with anti-social strategy, and even with evil 
hindrance ii^anipulation 01 the sources from which ordinary investors derive 
grcB™ guidance. A remedy is not easy, and may never be jjerfect. 

Hasty attempts to control speculation by simple enactments have 
invariably proved cither futile or mischievous : but tlii.s is one of 
those matters in which the rapidly increasing force of economic 
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studies may be expected to render great service to the world in the Vi, xm, 
course of this century. • _}^ 

In many other ways evil may be lessened by a wider understand- Stwini 
ing of the social po.ssibilities of economic chivalry. A devotion to ^" 01 '''' 
public wellbeing on the part of the rich may do much, as enlightim- w'lanmin 
ment spreads, to help tlie tax-gatherer in turning the resourfieslif 
the rich to high account in the service of the poor, and may remove, 
the worst evils of poverty from the land. 

§ 14. The inc(|ualities of wealth, and e, specially the, very low it is easier 
earnings of the [loorest cl,'isse.s, have just been discussed with refe.r- 
ence to their (dfccts in dwarfing activities as well as in curtailing the to u«o 
sati.''faction of wants. Hut here, as everywhere, the economist is 
brought up against the fact that the power of rightly asing such 
income and opportunities, as a family has, is in itself wealth of the to ma 
highest order, and of a kind that is rare in all cla.s.ses. Perhap.s [Jeu™ 
£100,000,000 annually arc spent even hy the working elas,ses, and 
£400.000,000 liy the rest of the population of England, in ways that 
do little or nothing towards making life nobler or truly happier. 

And, though it i.s true tliat a shortening of the hours of labour would 
in many ra.ses lessen the national dividend and lower wages : yet it 
would probably be well that most jieople should work rather less ; 
provided that the consequent lo.s,s of material income, eould bo met 
exclusively by the abandonment by all ela.sses of the least worthy 
methods of consumption ; and that they could learn to spend leLsure 
well. 

But unfortunately human nature improves slowly, aiid in noth- 
ing more slowly than in the hard task of learning to use- leisure well. 

In every age. in evr-rv nation, and in every rank of society, those 
who have known how lo work well, have been fat more numerous 
than those who h.nve known how to ii.se k-iiure well. But on the 
otlier hand it i-: only through freedom to ase lei'urc as they wfill, that 
people can learn to u'-e leisure weil : and no class of manual workers, 
who are devoid of leisure, ran have much .self-respect .and become 
full citizens. Some time free fiom the fatigue of work that tires 
without educating, is a iieceisjuv condition of a high standard of 
life. 

In this, as in all similar cases, it is the young whose faculties and Leimiro for 
activities are of the highest imporianec both to the moralist and the *’’* y™"®- 
ceononiist. Tlie mo'=t imperative duty of this generation is to pro- 
vide for the young .<ueli opportunities as will both develop their 
higher nature, and make them efficient prodmiers. And an essential 
condition to thi.' end is long-continued freedom from mexihanical 
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VI, xm.' toil ; together with abundant leisure for school and for such kinds 
• of play as strengthen and develop the character. 

The in- Even if we took account only of the injury dune to the young liy 
th™ns?nB living in a home in which the father and the mother lead joyless 
generation ]iyes, it would be in the interest of society to afford some relief to 
houra ot tltcm also. Able workers and good citizens are not likely to come 
of*tiIe'r homes, from which the mother is absent during a great. ])art of 

parenta. the day ; nor from homes, to w'hich the father seldom rettirns till his 
children care asleep : and therefore society as a whole h,as a direct 
interest in the curtailment of extravagantly long hours of duty away 
from home, even for mineral-train-guards and others, whose work is 
not in itself very hard. 

induBtiiai § 15. In discussing the difficulty of adjusting the sup])ly of 
adjuat; industrial .skill of various kinds to the dera,and for it, attention was 
hindered called to the fact that the adjustment could not be nearly accurate, 
length of because the methods of industry change rapidly, and the skill of a 
and'by'tho neods to be used for some forty or even fifty years after he 

Btiii longer has Set himsolf to acquire it.’^ The difficulties which we liavo just 
Inherited discussed tum largely on the long life of inherited habits and tones of 
ohar^ter focling. If tlic Organization of our joint-stock com- 

panies, of our railways or our canals is had, we can .set it right in a 
decade or two. But those elements of human nature whicli hav" 
been developed during centuries of war and violence, and of .sordid 
and gross pleasures, cannot be greatly changed in the course of a 
single generation. 

If hiimnii Now, as always, noble and eager .«chcmers for the reorganization 

S™he society have painted beautiful pictures of life, as it might be 

ideally undcr institutions which their imagination constructs easily. But it 
femed >8 an irresponsible imagination, in that it proceeds on the suppressed 
property human nature will, under the new institutions, 

would bo quickly undergo changes such as cannot reasonably be expected in 
Mr^awi flic course of a century, even under favourable conditions. If 
harmicsB. human nature could be thiLS ideally tran.sformed, economic cliivalry 
would dominate life even undcr the existing in.stitutions of private 
property. And jirivatc property, the necessity for wliich doubtless 
reaches no deeper than the qualities of human nature, would liecome 
harmless at the same time that it became unnecessary. 

Thoro There is then need to guanl against the temptation to overstate 

extaome" fl'c cconomie evils of our own age, and to ignore the existence of 
similar and worse esdls in earlier ages; even though some exiiggera- 
“ tion may for the time .stimulate others, as well as ourselves, to a more 

■ See VI. V. 1, 2. 
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intense resolve that the present evils shall no loiif^er lie nlloweil In VI. xiii, 
exist. Butitisnot Icsswronji, imdpenenillyitismuehiiiiii'el'iMilish, , 
to palter with trnth for a ^rootl than for a selllsh Ciiiise. And llie "i e\tremo 
pessimist deseriptions of oiir own n>;e, coinliined with iinn.inlii' e\- luiiTnomui 
agfreration.s of the hapjiiness of past ii!*es, inn.st lend In llu- setline 
aside of inctboth of i>v<>"ri'sn, the nork of which if .slon’ is yci •solid'; 
and to the hast)- adojition of others of ■ii'eater jironii.se, Init wliieli 
re.semlile the potent medicines «tf a charlatan, anil while (|iiit'l<lv 
effectin" a little {food, sow the seeds of h idespread and last in{f deeav. 

This impatient, insincerity is an evil only less {freal. than that moral 
torpor which can endure (lint we, with mir modern re.sourci's and 
knowledifo, should look on contentedly at the continued destruction 
of all that is worth having in imiltitiidcs of liunnm lives, and solace 
ourselves with the reflection that anyhow the evils of our own nife nrn 
less than those, of the pa.st. 

And now we must conclude thLs part of onr study. We have 
reached very few practical conclusions; lieeause it i.s {fenernlly 
nccftssary to I'lok at tlie whole of the economic, to say notliinn of tlin 
moral and other aspects fif a practical prolilein before alti'inptini: to 
deal with it at all ; and in real life nearly very economic issue (lepends, 
more or less directly, on some complex actions and re.'ietions of credit,, 
of forci{in trade, and of modem developments of combination and 
monopoly. But the ground which wc have triivcrscil in Boolcs V 
and VI i.s, in .some respects, the most difficult of the whole province 
of economic.s ; and it commands, and give.s access to, the reiuiiindcr. 



APPENDIX A 

THE GROWTH OF I REE INDUSTRY AND ENTURPRThE 

51. Ihr last <-cotion of Ihe fiiet chaptei of Rook I di scribes tlie pur]io^e of 
Appendices A and R , and mar be liken as an introduction to the m 

Although the proxiniatc caii'cs of the chief cicnts in histou an to be found 
in the actions of indniduals, set most of the conditions mIikIi ha\( mack 
then eidifs possible aie liicenhle to the iiifliicnee of inhciitcd iiistitntioiis 
and raw qualities and ot phjsical natim Race qualities thcninhcs ate, 
hoiieccr, iiiiiinh Cciii&cd b\ the action of indiMduals and jihisiial ciiisis m 
more or less iciiinte tiiiv Aslionir race has often spuiiip 111 fact as uc II isin 
name, fioiii some ]iiogetiiloi of siiigiilai sticngth of loch iiid chinctcr Ihe 
IIS igesiihich make 1 nee slionpin]Kacc andiiaraic often due to the uisclom 
of a feu pieit thiiikcis uho haic inleipretid and cleseloped its iiistoms iiid 
bjplusaal rules, ]Kihip 5 b\ feiimal pi< cejits jieilnps In 1 cjim t and almost iinpe in lied 
causes influence Rut none of tli(«e things aie of in\ pe iiinni iit u ill if the 1 lim lit 
IS unfiioiiiahk to Mueiiir the gifts of nitim hii liiid hei leitiis, and liei 
skies (Utiiniint the eluiuetci of the race s uoik and thus giic a tone to 
sot 111 111(1 jKilitic il institiilions 

SaiaRehfi fliese (lifleiiiiets do not show Ihemse/us eleiih so long as iinri is s|il| 
IS ruled 1 1 siiagi Stinli iiid imtriistvnitln is is oiir infniiii itioii about tin liilnls of 
custominrl tribes \ie kiioH (iii>ii.h of Dm 111 to b( suie tint this shoii i sli inji 
iinpiisp unifomiit; of gent 111 diintter amid gie.it iiiieti ofikliil Wlnttiti ht 
tlidi chm.itt intl Mliittid then inetstii in find su igis liinu iiiitld tin 
doiiiinion of disltim and iinpulst , stiitth tin sinking out ikm lints fiii 
tlitiiiseKts, ntitr foitcisliiig llit dislint fiitun intl stltlom nuking jno 
iisinii (itn foi Iht 11(11 fntuie , filfiil in spilt of llitir sfuilntlt to tiislom 
goitriKil h\ llic fiiui of th( moinnit, le itU it turns loi Dir most auluoiis 
exertions, but imipitik of keejiin.'tliemscKes Ion. to sieith woik 1 ilioii 
ous 111(1 1( dioiis tisks are uoitled isfii isjiossilile , those ninth lit iniiitilli 
aie rloiK hi the eiuiijmlson IiIkhii of ueimeii 
Plnsiiftl Jtiswiidiiie piss fiont m\ i.i lift lotlie eiih foiiiis of eii ih/itiiiii tint tli 
causes inlliientt of phi sit il suiinuntliigs louts itstlf most on oiii notice Jliis is 
actmost pirth heciuv eiih histoii isningK .uid tells us hut littk ofthe piitidilii 
mtlicVailc '■’"I 111' inllidiies of stmng mdnieluil ihintleis hi iiliidi flu 

stages of eonise of iiitioii il inogiiss Ins lieen giiititil ind eoiiliolltrl Inslinedniiii mis 
ciiiliratioii eii tuiiiid liiekn iid Rut it is diidli tit iiist in Uiis stigi af his pio.itss 
nnnsiioiid oftonlditlin. nilliiiitiin issnnll intlht cm tltdiotliiiig iMlIuuit 
111 I gdu ions help hiliiie Ins mill id out litii jilitts on the e nth s sml iti 
as sped illi fiiour.ilile toiiiinsliisl ittiiiiptstoi ine I iniseli fioni Dit snu 
dale, ,iiid the lust gioiitli of cultiiic inel Du iiidustiul ids ins tliiittiil 
and confitilltd hi the phisical conditions of thest fiiouied “pots * 
wliichliaic Gun the simplist eiiilmtion is impossible uiiliss man s ellorls are niort 
necessanlj thin siifiiudit to supplv him iiith the nccessiiits of lift , sonic surplus oiti 

' (tn tilt .enr ml (|iieslioii of the infliirnec of pin sic il siinoiin liii.'s on inee dm 
after lintli diri f tiv and in liirr (1\ In dt teimining the natiHcoltlii doiniiiimt oetU| 1 
tions see Knies jUnUp 0 lanmmr, lltgds Ihihiiphij of //is( ,11 iind Hud It s 
//(At ry of iiiili fitioii C Qm[me also AiistotU s Po/t/irv uni lloiili stuiteu a L^pnl 
dea Lull 
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them is required to support that menial effort in which prepress takes its rise, srp, a, J. 

And therefore nearly .all early civilizations haa'p been in warm elimate.s wliere 

the necessaries of life ai’cainail.and whore nature makes bountiful returns even P'aeo 
to the rudest cultivation. They have often gaihen-d around a gre.at i iver 
which has lent moisture to the soil and afforded an ca.sy means of communica- 
tion. The rulers have generally belongt-d to a race that 1ms leeeiUly come from 
a cooler climate in" a distant country or in neighbouring mountain lands ; for a ensteshavo 
warm climate is riestruetiw' of energy, and the force which enabled them to rul# given tlieir 
has almost in every case lieen the product of the more tcniperato climate of energies to 
their early homes. They have indi-ed retained much of their energy in tlieir 
new homes for several generations, living rneanwliile in luxury on the siupliis 
products of the lalxnir of the .subject races; and have found scope for tlieir industrv. 
abilities in the work of rulers, w arriom, and priests. Originally igrioraiii. they 
have quickly learnt all that their subjects had to teach, and have gone beyond 
them. But in tliis stage of civilization an enterprising intellectual oliaraeter 
has almost always been confined to the ruling few, it lias seiireely ever liceii 
found in Okisc who have home (he main burden of industry. 

Tlic reason of this is tliat the elimale w hieh lias n'lulercfl an eai ly civilization Tlie 
possible has also doomed it to weakness.' In colder climates nature provides mfiiienoo 
an invigorating atmosiihere ; and though man has a hard struggle at first, yet " warm 
as his knowledge and riches increase he is able to gain jilentiful food and warm 
clothing; and at a hater st.age he provides himself with tho.se large iind sub- 
stantial liuikliiigs which are the most expensive reipiisites of a eiiltiiied life 
in places in wliieh the severity of the weather makes it necessary that nearly 
all domestic services and meetings for social intercourse should have the 
protection of a roof. But tlio fresh invigorating air w liich is necessary to the 
fulness of life cannot be obtained al nil wlien nature does not freely give il.* 

The labourer may indeed be found doing hard phy-sical work under a trojiical 
sun ! the handicraflsinaii may have artistic instincts; I he sage, the statisniian 
or the Ixinker may be acute and subtle : but higli (l•nlI)el•atuIe makes hard and 
sustained physical wtirk incoiisisteiit with a high intelleetunl activity. Under 
Ihc combined intluciicc of climate and luxury the ruling class gradually lose 
tlieir strength; fewer and C'wer of them an* eajmble of gi’cat tilings ; and iit 
last they .are oveitlnxiwn by a stronger rac-c which has come most prnhiihly 
from a cooler elini.ate. Soiuetiiiies they form an intermediate caste between 
those whom they have liithcrlo ruled and their new rulers; but mure often 
they sink down among the spiritless mass of the jieoplo. 

Such a civilization lia.s often mucli that is' iiitorc-sliiig (o tlie jihihcsopliiciil [nan early 
historian. Its wlioli' life is ]iervadcd almost iiiiconseioiisly by a few simple eiciliiation 
ideas which are interwoven in tlml pleasant harmony tli.at gives their eli.aiiii to movement 
Oriental carjicts. Tliere is imicli to be learnt from tracing tbese ideas to their but 

origin in the combined influence of race, of jilivsical surroundings, of ivligion. ,novemeiit 
philosn])hy and jioetry; of the incidents of warfaiv and the doinin.ating iii- 
ilueiiee of strong indivitliiiil eharaetei's. All this is instructive to the ccoiioiiiist 
in many ways; hut il does not tlirow a very diroct liglit on the motives, which 
it is his special iirovinee to study. For in such a civilization the ablest men 
look down on work; there are no bold five enterprising workmen, and no 

‘ Jlomosqirieii m,\s qiiiiiiitly (HI;, .viv. cli. ii.) tli.il the siiperinriiy of slrongtli 
caused by a cold i lim.ite produces among other elferis “ ii greater sease of superiority — 
tliiil is, less desire of revenge ; and a greater opinion of seeiirily — tluit is, more fiunk- 
ncss, less bUs|>ieioii, poliey, and eunning.” These virlnes nro eminently lieljifui to 
economic ])rogress. 

^ This may luive to be modiiind a little, but only n little, if F. Cinlton slionld provo 
to be right in tliinking tlmt small numljers of o niliiig roee in n hot eountry, as for 
instance llic English in India, wdl lie ulile to sustniii tlieir eonslitulional vigour unim- 
paired for many generations by a liberal use of nrtiiieial ice, or of the cooling effocta 
of the forcible expansion of compressed nir. Bee his IVesidentiiil .Address to the 
Anthropological Institnto in 18S1. 
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*pp \’2 adventurous faiiitiliaU; drspispd industij ii rffrulatrd U fuxtrm aiflr\fn 

•, looks to rustom as its soif protfftor ftom irbitrirs t\rinns 

fustom Th' tn it/ F [ irt of f iHtom i‘d«jiibtl»ss but i rnst illi/rrl torni rt ippn--si u 
isnfstr and siilipr/s-ion Hut a VxU of fnstom Mhirb did nrtbiiipr hut _Tind rii \n 
altojrftlur jjj, ,riii|f] not Ion,' -iiniii forth' -ti'/ii, rr-,t f ii tl « -ij[ j rt ( f th 
of tl'f ' iiiiif t ' I tiiii t!" II uith' lit tln^t I'ljif rt ind if 

Ktroi'/. f/r^tiii7f «'■ III irran,f iK III s ulilih biiid'ii Ihi ni'il intml inri 

ti tond inf aiim. tliM thirf b' (h'troi th'ii 'f bi - t oi -• 'j in tK ' n. I ii\ 
of custom that rndiins, font iins proiisions tint pt tf t th' ui ik linn tin 
most rr rkif-s foiin* ofwjan ' 

anlm Infi t « iim thnf is littif 1 1 If rpnsf and no srofif f i Hb ftn r 'iiii'fition 

inrlrrdn fu^tom ii irif'issiri 'bifid to ill li nd jifopli not onh fioiii f th is I' in 
wf'S'iri 'trfin,' r til in tbf nis'l »' but nfii fn ii tin ir nnjhijo ii in tin ' riif i ink of 
Ifthf iilli-( siiiitlifansillhisiiloj_h'!iarf'.tonoiii 1 It tlf illi.' nd 
mtansoi iftbf idli,'! fin bin I hnr 'll ins from no i ni. but bun >l i' to rhi iiiii i i of 
'■oinniiini all tbit th' piin 'tifiild In fivd at i mfslnitf Ini| In rii tnii K 'ii h 
faticin ar nil all' f ii'tf 10 f uii' - iii litt ind thi if i-i 1 1 tlimi; in 'bf dr'I sti jr, uf j n>,i " 
*™‘** that ti nd» to bnak dovn thr priioitit' habit of if^irdin, thi ii n v ilor as 
impious and an fiirnis Thus Ihi iiifliunt' rf ft iifini f ni'is is pif 'id 
bfloii tbf surfw nhiif thi i «orl 'unh atd'Io«l\ Ihn tdi _ I'ritifiis 
instrad of \( an. to produff thfir f Ilf ft th'ir iition is 'o 'iibtli is j'll to 
rtiapr ob'firation ilto.'fth'r ind tbfi nn indiiri Inrdh li tia id's < pt 

bj thosf aho li itf b imt alifrc t<i look for thmi b\ aati Inn. tli n ji i n 

kpifuoiis and rajiid norl mgs of siii ilar f iijsfs in iiiofhin tun s - 
Dniilid ^2 lliis forff of fiistoui III r irl inilizatif lis is jiirtli 1 1 i m ndpiitU 
owmrslifi a ronsir|ii(Uff oftlif ilimt iliiitis i f iii Ir idn il ii.hls in pri |» Ft i A'H.nds 

**”Tif*' Fill profuFti noff or bss hiit f-i/nillt as r/gaids iind tJif ir.lit' / thr 

fan sot inditiduil Ilf .niii ills dill’ id fi m lud hniitfd In and ii tvMi ' is s ib 

imtom ordiniFi to tbo • ifthr iKiiisfliold i id thi fi'iiils in tin n irio ’ 1 1 'i O'f t fhi 

owl F'si'is firm Ih' rigid' oftlif hoii'iliild m mill' in uii 1 1 'tii oidiii itf 1 i tlo'i if 

(.tian.cH tlin sill i.f , sstiK li Is ofti iHiuls ail 1 \pindid mil di \i loj dfiii li i oidliig 

to trailiuoii IIS fiftion if not in fi 1 

It IS tiuf thit 111 an i iris sti.i of usiliriln n fi s ■ iild 1 I’l lari u ii !i 
dfsiK to d'piil far fioin thi jaifliffs (bit ii rt pi'silmt iioiiil tliin 
Hosif s( r 'ompl' ti indshirpls flfhiinl liiil lain t lit n.dits ol mdisitlml' o\i r 
their own projv Its, tilt s would hisf lj<in iiiniillii g to far tin ui.i i sirh 
sshifh thfii ndghbfjiirs would ifgard iiis iiinos dioii md tin ii'li iilc win b 


would bf piourod on ans lUii who should s't bmi'ilf up tr U ssi'i i tlim tin 
antfstors ISut mans liltit fhingis ssould f ' uitolbi Iiolrlu spiiiFs iiidif 
thej hill liffn frit to trs i \|Miiniiiits on thin own uroimt iliiii.is nn.dit 
hasa grots 11 hs small ind ilinosi nii{irKrptil)l sta.is until suihai iit sail iti n 
ofpraftiit had III (II 1 dihlisliitl to blur till (hiroutlinf ot (iistiuuais ir.iili 
fions and to gisi lonsidiiabli fiiidoni to in lividtia) i In u c Win n liowisi r 


taoh In kI of a honsi bold w IS H.udid isonKsiimi paitinr ind triistfi for 
th( fimiK pnijsits tin snulh't dm i.iiin iioin annsti il loiitim nntvith 
the opiiosilion of [Koplf win bil i n.ht to In foiisiilfid on tst is difail 
And fiiithi I in tin btik.'ioiiiid I ( bind tlic iiillioiit itisi iisistaiin of tin 


' ( omp Iti.fbol s I'hgm'-t itii hliti i nl'o (In niilin s ot Hirlifit Si/oii rr niil 
Mainr 

* I Inis Mk mo'limtf IfM*! nt wliifli fiislorii l[\ s t( r print ol a ploii.tislmm 
will (in f aiii I niton in tJssfd to me iii that wbirfi .m s thr smitli iii the lun. run doit 
an < quill If iniiiKTitiim ( ii fount hi in. tak> n or nil his pii\ ilr.i n nn I pi iq iisitos) unli 
that of ins nriglilxiiiis wlio do cqiiuils diltii iilt woik oi in i tin i words tliiil wl i li 
undfrtiif I girnt of frtr fntrrpnsc.olraRv inmni inioations and t If" tm loiiip Utioii 
Wl- shoiil 1 (all a normil I it( ot pas Ii a (luiiiar of firiurastnn'Ps mnk< s tin pi ot 
Rmiths, inilii'lin.' all iii brret allowanris, iitliii k«s or inoii tlmn (his, thfir iiliiii t 
alwaja arts in a fliniigr in thr aidiatan e of tha i iistoin ottrn iliiiost iinrc o.ni/id 
Mill |t( iu.r ills without an i.linn.( uiioim which will luiag it hai k to tins li sol 
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family was that of the village J’oi though eat h femih had sole lisi loi a time ii'P. Ai 3. 

of its cultiiafed giound, vet maiiv ojxiatioiis wiie ginti'ilh (oiidmtid in ; 

eommon, so that i ach had to do the sanii things a, the othi is at tin saiiii linii 
Each held whin its tuin i line to b( iallow kcami imtotlhi loinmon pastille 
land, and the whoh land ofthi sillagi w issuhjiiltoudistiibutioii iioiii tiinii 
to turn ' Thtitfoii Ihi Mllagi had a iliai right to piohihit .ini iiiiiov ilion , 
foi it might intcifm with llicii phuis foi the loIhUnt iiiltu itioii, luid it 
might ultimatih imiiaii tin mine of tin 1 ind and thus injnie tin in win ii lliu 
tune c anil foi tin next n distiihution In lonsi (pii iiii tin ii oltni gii \i up 
a conipkx nitwoiU of luhs, hi whithfiriv niltintoi w is so iigidli Ijoiind, 
that lit tonld not um his own |ii<lgmcnl and disiii tioii cun in tin most tiuiiil 
details* it isjiiohihli that this lus he i n the most imjioi taut of all tin caiiws 
which hue dc laud tin giowlliol tin sjuiit of fiii < iiti ipiw among nmihind. 

It mai he noticed tint tin colh rtm ownc isliip of ]iio]ii rti was in liuinioni 
with that spirit ofqiiKtisni wlinh jicixadis mam I’asfi in irligioiifi, and timl 
its long sill 111 d imong the Ilineloos has In i n piitly dm to tin iijioHC winch 
IS me ideate I in tin ir le luioiis w iitiius 

It IS piohahle tint while the iiiHuenee of eustoni mei puces, wages and tin 
rent has, htni ouiiat'd its inflniine ovri the foniis of pi nine lion jtid tin* lulliniiie 
gentiil eeoiioiiiie aiiange mints of sejenti lies Ineu imileii ited In the one* 
ease its ilhets ait ohiious biillliee eii not riiuinl itn i , ind in Hit otin i the i nllttnwlnof 
aie nut < biious, hill the t aie enninUtiii -111(1 it n an diriOst uime jsal lufe luiustiyM 
that when tin eireitsuf le uisi though mall d nit oin titiie, aie (oiihI eiitly iiiitiuk 
woikiiu III the sinii hiiition, then iiilhwii e is|iiu hgie lie I than at hi tsiglit hn. 
ip]j(Hsp ssihle 

Hut In i ilil .11 (t n IS the iiidueine if 'Usloiii III eiiJi enib/itioll the 
spiiit of (sleeks and It inniis w is full of inteipii < md in'iie iiileiest att.ie Ins 
to the iiupiiii i'll’ tlni kin" and ejiid so lillh foi th'jiin ‘<n Jal asin e ts of 
i LOiiumie pii hie III' V hi li an of -o gnat iiite n-t to iie 

^3. Hn In Ills fill -t oi the eailiii ei ili/iln iis hid hie n HI gii at me r- lln* oiler 
liasiii', wli ' I ll uatend [I in- ven ‘eld iii ’i-il<el lx titiiiin ; foi in aeiul>/4 
i Imi ite III 1 111 ll le 1 1 I le ' < 1 I » I in.' f le I< it nU of • In noil i iin n ahinest 
din fli with ll- Mi I -t Jie tie iiiei-al jolhnli * in oft e , < ii lueinn I 
tun till! a I tu Midi* te -llijl* f • it t> |r r I eji i-niii of I iho it and leiljad, 

did not hiinh I He ii ' tile Iji>. hi n-h, Ho h He itopietir Sinn 

( f tie I'litial. S'liupi'ii ' es I iiiliiinl ft i- trie Hi el the I'heiaiaiis 
Inert n tin ' i I hi- .e ii lUii n e di I . oei i J < hi pi<i mog tin* 

wixftrln mini ii < «'i ii_ i iii. r [b-. inithi [i> iduigthe kl;owld,.< 

efwritm. fai/leneli mil f ixi.ll' irief mnasllli-r. hut th*,l Si*l< tiieeil 
rlHefllel.Ul-s t llinj' 11 J I lit u'w tun 

It w i' 1 f' 1 r till* .*ietJ''iuj hi»-ai tile* In h -p nt of tU (*ies'k* to Ibetea 

In eth* ne'L* f il 1 n ilf < t tr 1 m 1 1 i tin ** i in 3 to ah oib Hit '» llieif 'neihe 

iiwutru In. - rk 1* sf 111 .tits ll 1 rf< 1 «.li» tail '/fit IJlHWotld. 
niiiiidsH " "1 ji' i A'U ’lire 1 . ’Wsgij t.er ii lud m Ihllai pfefn-i, * 

■lev I |s 1 1 < I rill DJ ui j i (s HI 3 I tJe inlluei « f tf ' inw thoivliHlhit 

-*11 'r J ill lieisl* Iejjt|s.eliied 

ll a I Ire- t [ [ U I r b c t - b Jt i I* j / 3 / ' ee IB i it, 
nJLi iri 1 luQ Jn u ndk IBiiisiIiiblie- 

si air pji Hi 11 b L 11 1 s 111 U at r ue *tl nr I ir i- uI'Ilos Bji-sjUtge 

itudlls jiL ii t iiiL 11 B id uh L d B ., 1 J [ iBie - VdO -i «lf(r tan sings fm 
cilll s* s 1 Di 1 11 \ di ril 1 IBtluJis 11 «Binl>nB u,. >e jaiirt 

Widi- Us ll u .B la.U ll II flB II 11 ulb i mTAbu a*- Wds dtsu it * BuBB-e *» lielf 
mull asljjili Hui I'u luiu -s ill lid I It aril « ad- Bn r i wia res iluie at abivlnibeel 

1 gulliiH diJ joiBiliiiiidU diu daNU i lurll « l-s- * eiH m jB llB i m ruudiAiAnarlt aiul 

tluis iiim\ III II BiL-taill H II Dt /xtBir* aBEsaesir ediB'slldnllB g, emy BanvBg- aBtevBeett 
ffon )_ eiD s uitll aijlll bill "u bepI d- leelli vilfld. 

s edmnugnmi bJe ITinilti B ,LtgsBl « ,dre y imin e,i flaMMig leliLjib diBuear m It basi'/w i'/towd#, 
fly nice /X/r flie Di aw 
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Arp. A, 4. burst upon them; tiaving constant intercourse with one another, as well as 

uitii thoiio who held tlic keys of the older learning; sharing one another's 

expcrieneoR, hut fettered by no authority. Energy and entei'prisc. instciid of 
being repressed hy the weight of traditional usage, were enenuraeed to fnund 
a new colony and work out new ideas without restraint. 

Their climate absolved them fi-oiii the need of exhau.sting vsork; they lefi 
their slaves what drudgery had to hr* done, and gave themselves iij) to tlii! 
^lure in- fanny, fiouse-roonn elolliing and tiring eo.st hut little; 
exp™.sive. their gonijil sky invited them to oul-of-tloor life, making intcTeoiirsi for .soi-inl 
anfljetditi and laditical purposes easy and uithoiil exjx'iise. And vet the cool lu iezesof 
Jiet quelij (Jje JI«|ilerra7?ean .so far refreshed llieir vigour, that tiny did not for iniiiiy 
strenoth generations lose the spring and ehisikity of temper wliicli they had hroiight 
' ■ froiri their iioines in the North. I'n/li-r these eondifions were tiaitiired a .seii.se 
of beauty in all its forms, a subtle fancy and an originality of s|K'eiilalinii, mi 
eneivy of jiolitieal lift-, and a deligdit in siiiiordinaling the individual to ihe 
Slate, siK'li as tin- world h.as never again known.* 

'J'lie (tris ks were more modern in miiiiy lesin'ets than (he peofde.s of 
llediieval Euroi«', and in some resjA-ets wen- even in advain i- of out ow n time, 
fiut (hey did not attain to (he coniv-ption of the rlignitv i.f man as man ; Ihev 
regarded slavery as an onlinams- of Xatiirc, lliey toferateii agrieiiltuie, hii'l 
they loiikr-d on tdl otiier indnstries as involving degnadaiion ; and th'-v knew 
little or nothing of those ec-unumie problems, whieli art- of absorbing inteiest 
to our own age.* 

They hail never fell the extreme jiressme tif poiertv. Eartli and sea. and 
•sun and sky had eomhiiied to make it easy for Ihein’to obtain the material 
lerjuisiies fora jy-rfeel life. Evert (heir .slaves hail eoit.siilerable o;>;)ortiii)iiii,s 
. . 'if eiiltun- ; and had it been otherwise. th'Te w.ns nothing in llie Creek 1em|H-r, 

ol labour, and nothing in the k-s.sons tlnit the world hud up to tliat lime learnt, to make 
them seriously eoms rneil. The eXH-lleiiee of (In-ek thought has madi- it a 
touelistene hy w Id'-h many of the lea'liiig think'-rs of after aga-s have Irieil every 
new iii'iuiry : and the impatienee with whieli the aeadi-mh- iiiind ha.' often 
regarded the study of eeonomirs is in a great mea.siire due to the inipatiemr 
Which the tiri i ks felt for the anxious cares and plodrling work of business. 
Tlieir And Vet a lesson iiiiglil have l»en leaiiit fnnn the deeadetiee of Creeee; 
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brouglit about by the want of that solid earnestness of 
whieli no niee has ei’t r inaitiliiined for inaity geiiei-ut ion.s without the disei[iliiii 
of steady imliistiy. Socially and intelleetnally they were free : hut they had 
not learnt to ii.se their fn-edom well; (hey I'lad no self-inasterv. no slttitU- 
]A'rsist(-nt resolution. hey hail tdl the i|iiiekness of perw-ption and n-adini ••s 
for new suggestions which are elenients of husiiiess enter]irise: but tliey laid 
not its tixity of pur]Ki,se and patient eiulnranee. .A genial eliniate slowly le. 
laxeii their pliy.sicai energies; they were without that safeguarii to slreiieili 
of C’liaraeter whieli i-miies fioin ivsolnti: and steadtast ] ersisti iiei* in hard 
work; and at last tiiey sank into frivolity. 

The §4. Civilixation still moving westwards had its nc-.\t u-ntie in Rome, 

strengtlinf The Roiiiaiis wen- a great army, ralhi-r than a git at nation. They rescmhled 
c-iareeter the (licc-ks ill leaving hnsine.ss as mueh as jiii.'-sihle to sIums; imt in must 

* Compare Xeiiinaiin ami Purtali. O'l./gno,/.,-, i;,,, eli. 

j., and t»rotL’ n oj tiriLcft I’an 11. fdi. i, 

■ (See alioye, p. 4. Tims even I'lato says - .\atuifu liua made ueiit.er lawi- 
inakfM’S nor hlacksiiiillis; Hwh (xtiiputiouH iliu ni-oiilf riitr,^<*i‘d m llitiii, 

miflerablc mirffnarii-ft i x. liuled hy their very position from pohiiful rl-dTls ” (Lrofs, 
Xii.i And Anbtotlo cuiitiimeH “ In tUo eiale ^^]lk•h U I.kbt uovunetl the * iti/An« 
. . . must iiol loud the fifu of mechomes or irailthinen, for siu-Ij u life i.-} iunoMc !Ui<i 
ininiKal to vinue." {rultto9, vil. 9; 8ee also ui. Tliese paHsaizoH i*ive tlie kev- 
note (jf U-cek thonj/la wjtli roKanl to htwiiicss. ihil tas Jla’ie wire few jjale/Kndonr 
fortunns in ancient Oreecc. many of her l)est thinkei s were i OmpclIcd to take sumc slum* 
inbUriiiUesi. 
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other res]Kii't8 were a contrast to Ihein. In opposition to tlie frosli fulness of app. a, 4. 

tho life of the Athenians, to the youthful joy with whieh they pave free play to • ^ 

all their faculties and developed their own idiosyncrasy, the Koinans showed ***'!•, 
the firm will, the iron resolution, the absorption in definite serious aims of the 
mature man.' Ihisum™. 

Sinpularly five from the restraints of custom, they shajied their own lives lait tlicj 
for themselves with a deliberate choice that had never been known heforj. nenerally 
They were stionp and daiinp, steady of pniisise and abundant in resource, 
orderly in habit, and clearsiphled in judgment; and thus, though they pre- polities, 
ferred war and polities, they hud in constant use all the faculties retiuired for 
business enterprise. ecriomic 

Xor was the jirineiiile of association inactive. Trade gilds had some comlUions 
vigour in sjiite of the paucity of artisans who were free. Those methods of weiv in 
combined action for business puiposes, and of production on a large scale by 
slave labour in fitelories, in whieh (iweec had heen the pupil of the Hast, 
gained new strength when imported into Rome. The faculties and tlie temper in lorm; 
of tho Romans fitted them e.s[K‘eially well for the management of joint-stock 
compaiiP'S; and a comiiarativcly small niiinlxT of very wealthy men, with no 
middle class, were able, with the aid of trained slaves and freedmen, to under- 
take large eoiilraets by land and by .sea at home and abroad. 'They made 
capital hateful ; hut tlwy made it [lowerful and eflieient ; they develo])ed the 
appliances of money-lending « ith great energy; and jiartly in conse(|iuiice of 
the unity of the im|K'rial ]iouer, and the wide e.vtent of the Roman language, 
there was iti some important resix-els more freedom of eommeree and of move- 
ment throughout tlie civilized world in tlie days of (he Roman Km])ii'e than 
even now. 

When, then, we iveoHeel liow great a eenta* of wi'aUh Rome was ; how 
monstrous the fortmii's of individual Romans (and they have only recently 
been surpassed); and how vast the scale of her military and civil alfaiis, of 
the iii'iivi ion needed for them and of the machinery of her truHio ; we cannot 
wondei' t hat many w riters have thought t hey found much ivsemblancc between 
hei’ ceoiKimic problems and our own. lint tin- n’scmblnncc is sujierficial and 
illusory. It e.\leiids only to forms, ami not to the living s])irit of natioiinl life. 

It does not e.xtend to the reeognition of the worth of ilu- life of the common 
ix'oplc, w hieh in our ow n time is giving loceonomieseienee it.s highest inteivst." 

in ancient Rome industry and commerce lacked the vital strength which but not 
they have attained in more recent times. Her im|>orts were won by tho at all in 
sworrl; they were not bought with the products of skilled iiork in which the substance, 
citizens took a worthy iiride, ns were those of Venice or Tlorenee or Bruges. 

'Traliic and industry alike wcit pursued almost with a sole eye to the money 
gains to ho dei-ived from them ; and tho tone of business life was degraded by 

* This fuiiil.iiiK'ni.il u|i|iosiLloii betnoen llii' (sm-k iiiid Kmiuin liMupers wus inndo 
clour by in his l’h 'du»ii>hi) of llintnnj. ” Of tlw CJm-ks in tho first jronuiru* foira 

of tlii'ir frcciloin muy u>«.c'rt tluif tlicy ha<l no coiiwitiuc; the habit of iiMii'.: for 
their cotiniiA witliout funluM' >ui.iIyHis or n*fl<-cti<»ii mu.-w thu principlo duiiiiiuuit 
iiiDun^ them. . . . Siibjoftivity iihinjjc»l the CJrvek >\orld into ruin*’; ami tho 
Imi'inonious jioclry of the ( links iiuulr way for ** the |»io->i* life of the Koimiiis," 
wliii-h was full of Mibjm'tivity, and *' a htnxi di-y eoiit«'inp(atioii of certain vohitUary 
aims." A ^ciktdiis, thoiuiii iliseriimnuting, trihute lu th« hcr\irt‘.s whieh llojrei 
Inilii’celly r<*ntl('ro(l to Jlistorical Keonoiniefi ia given by koaeluT, ilvm'h.dvr Sat, UCk. 
in Vi-uht/ihland, § I St). C'onipare uImi the ehapterK on Hi'Ugion in .Monwn.seii'H History » 
which aeem to iiavo heen much iiiflueiieeil by Hegel; also Kiiut£» HntU'irki'luny dar 
SalionaldHkonoinle, Hk. i. 

- See uhove, eh. T. § i. Tin* inistiiitlerHlaiMlinu ia in Bome iiieaKiire allrilnitablo to 
tho influence of t)i(> generttliy ucuto ait'J welMwlniiecd Hosclier. Ho look a apmal 
doliglit ill liuiiithig out analogii'h )i(awet‘ii aiieieiif uiul modern prublciiis; uiul iliough 
he also pointed out differeaccs, yet tho gejieml influeiiee of liis writinga tended to nns- 
load. (Hia position ia well criti<-i/ed by Knies, PoUtuche UHkonomic voni ijaei'hkklHchen 
Siandpunkic : espocially p. 3(11 of the second cditioiu) 
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the puMif flKldin vLi h sho^fd itvlf m thr md pra ti alh 

tcstnc'lio^i ^ of tLf Sfiidtois from all forius of * jt iIji "* jii 

^jtii thr land Th#* I'luitfs found thnr m lirrijuu flj< 

tavLSf n tL< plunif r of pro iiiff'-. ani, m 1 ik r tiwi*-** in th< ! ultajur 
of the LtJxj rn !^, uid did nr t fh n^h that spirit of pi d iv an itfr ro Ul itj. 

uhich I ' lind 1 for lli# iixikiiu jf ^ /nat ujt ml ii i* lui it Mi.iih 

nriMtf <ui*ipiJ^ !■> atilif d h\ tin ( tf i ^ j uij_ '^ hid w jlllf Mat * 

But tljju^L tht lirxntaii's lonliitiun 1 hithtih Ji» th if tV f 

u-rTiOMii* titiulm tK tli* \ r A^rtfd 1 jrufi uii 1 mriuH ' miiT in 

joij/i anrj ml jatuv'^ thr fr.uiiiHtpjij^ f jjj d* ni join-^fruj li < Whu 

I llilu<a« phir tlmuht tli#l« ft 1*) HI Rjli r til- I 1' h' M 1 , linl IJH -7 J lh< 

if lioniiii ttirr «f Ofyntii rmin liinr phi! 1 n tMn- 
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shaTply individual riuhta in proiierty. And tlieivfoit' to Roman and i"(]a'riiilly aw, a, 
Stoic influence wo may trncp imliiwtly nnich of the good and evil of onr pn'acnt. * *• ®' 
economic system : on the one hand much of the wntramiuelleil viifoiip of I he 
individual in niaiiaging his own nifnira; and on t)ii‘ otlier not a luirsli 
\nong done under the cover of rights establiahed by a system of law, whieh 
has held its ground Iwcaiiae its main prineiplcs ore wise anil just. 

The strong sense of duty which Stoieisin brought with it lioiii its 0|■ietl^j^l Ihit a new 
home bad in it something also of Eastern quietiam. Tbi' Stoic, Ihongh active si'ldt was 
in well-being, uas proud of being siqx'rior to the troubles of the world : lie 
took his shun' in the tin moil of life Iweanse it «B.s Ids duty to do so, but ho 
never reconeiled himstlf to it : his life remained and and sti'rn, oiipressed by 
the consciousness of its own failures. This inner eoniradielion, as Hegel says, 
could not pass aw.sv till inward lawfcetion was rceogiiizeri as an olijei't that 
could be attained only tbroiigh Hi'lf-reminciation ; and thus 11 a purHilit, was 
reeoneiled with those failuns whieh iien'ssarily aecoinpaiiy all social work. 

For this great eli.ange tls' inlense I'cligious fis'ling of tb(‘ .Jewa prepanul tlin 
way. lint the world was not ready to I'nter into the fulneaa of the C'lirlatlau 
spirit, till a new tone liad been given to it by the deep personal atleet ions of I ho 
German race. Even among the German iK'oplea true ('hristianily imule ita 
way slowly : and for a long time after the fall of Komu there was eliiioa In 
Western Euro|X'. 

§ 5. The Teuton, strong and r(*snlute as ho was, found it very dillieidl, to The 
free himself from the hoods of eiislom and of igiioliiuee. TIk' lieai'lilieaa and Teiilnn 
fidelity ‘ whieh gave him hisspeeialslrenglh.inelmc'd him to eheiiah overiiiueli h' 
the institutions and customs of his family and his tribe. No oilier great erm- 
quering race has shown so little capacity as the Teutons have done fur adopting whom 
now ideas from I lie more cultured, tlioiigli weaker, people whom they eon- lie hial 
quered. They piided theniaelvea on thi-ir rode slrcnglli and energy! ami paii'iuotwl, 
cared little for knowledge and the arts, lJut these found a leinpoiiiry refuge 
on the Eastern eoaata of tlie llediterraneiiii ; uiiUl another eotii|Uei’ing race 
coming fi oni the south w as ready I o give them new life and vigour. 

The Siiniceiis learnt eagerly the best lessons that tic eoni|m-red had to Oiirdebt 
teach. Tiny miifiireil the arts and scienoes, nrnl kept alive the foje)) of learn- the 
iiig at a time when the Christian world earcfl little whet hi r it went out or Hot ; 
and for this we must ever one them gratitude. But their moral nullin' was 
not so full as yiat of tlic Teutons. The w iriii eliinale ami the setisiiiililv of 
their religion caused their vigour rajiiilly to decay j and they liavi' exerci«ed 
very little direct iiifliienee on the problems of modem eivilisati'in,* 

Tile education of the Teutons made slower but suu r (irogrciH. TJii'y eanii-d I.aii-i un 
civilization nortliwards to a climate in whieh sustained liard work Inis gone civilir itluii 
hand in Iiand witli the slow growth of stiinly forms of eiiltiire; mid they ''“aeil 
carried it westwards to the Atlaiitie. Civilization, whieh find long ago 
the shorts of the risei'i for those of tlio great inland era, was ultimately to wmwaifls, 
travel over tiie va-,t oeeaii. 

But thi-se ebanji'S worked themselvT'S out slowly. 'J'lie (list [mint of turl llm 
interest to in in the new age is the P'-ojs-tiing of tlie old confiief ts'tweei) town ohl cwilest 
and nation th.it li.id hi'i'ii sngjiended by the imivetsal doitiiiiion of KittiO! hi'twmi 
whieh was iiirlis'i an army with head-quarters in a town, hut drawing its 
power from the broad land. mvivnd, 

I 6. Tutil a few years ago complete and direct self-govenimehl by the tVitlimit 
people was impoasihle in a great nation : it could exist only in totvna or voey tiie tele- 

I H-'o- 1 gjty <ff Hisfr.ry, Part fv-> goes to tte* toot of ttio nmtter whoa ho 

eptab of tiieir eni rar, tlieii los- spirit, l)<eir ahsoliite setfslf 0 niiomtiuu lltigonsiimh 
tbeir heartiness |l iemutiih aiei otldg, " Fidelity is tbi ir s> eotul wabiimotii, as Ffi-islofn 
is the first.’* 

s A hiilliant tulosy of their work is ^Wen by Diaper, Inlittniaal Jktrlitpiusltt «/ 

Europe, cb. zui. 
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small tfrritorica. Government was necessarily in the liamls of the few, who 
looked upim themselves as privileged upixo- classes, and who treated the 
workers as lower classes, f'onacfiuently the wnrker.s, even when ]STmittrfl 
to manage their own local aflairs. were often wanting in the couraae, the self- 
reliance. and the halit.s of mental aetivify, which are renuired as the basis of 
business entiTpriso. And as a matter of fart both the (entral Government 
a^id the local magnates did interfen* directly with the frec-dom of industry; 
prohibiting migration, and levying taxi-s and tolls of the most bnulensiiiiie 
ami Tc.vatious character. Kven those of the lower classes who weiv nominally 
free, were plundered by arbitrary fines and dues levied under all manner of 
excuses, by tlic jiartial adiuinislration of justice, and often by diieet violeuee 
and open pillage. These burdens fell ehielly on just those jieople who were 
more industrious and more thrifty than tlieir lu-iL'hhours — those among w horn, 
if the country had been free, the spirit of bold enterprise would uradiially have 
arisem to shake off the bonds of tradition and custom. 

Far dilleiviit was the state of jKH)ple in the towns. Tliei-e the industrial 
classes found strength in their minilMrs; and even when unable to gain tiie 
iijjper hand altogether, tliey W(‘W‘ not, like their luetlireii in the coiiiitry, 
treated as though tlu-y belonged to a dilferent onh r of beings fiom their 
rulers. In Florence and in Brugisi. as in ancient .Atlun'. tiie wliole ]Kople 
could hear, and sometimes did liear. fmm the headers of jiuhlic })oliey a state- 
ment of their jilans and the reasons for them, and could signify their apjiroval 
or disapproval Ijefore the next step was taken. The wliole jx'ople eoiilil on 
occasion discuss together the social and industrial problems of the time, 
knowing each other's eon use), profiting by each ntlier’s experience, working out 
in common a doliiiite resolution and bringing it into efleet hv their own uetioii, 
But nothing of this kind ennld lx; done over a wide aiea till the intent ion of 
the t( legraph, tlie railway and the cheap press. 

By their aid a nation can now ivad in the morning wliat its leaih i^s have 
said on the evening before; and, ere another <l.iy has iiassed. the judgineiil of 
the nation on it is pretty well known. By their akl the toiineil of a larg.' 
trades union can at a trilling cost submit a’dilHeiill question to the judgment 
of their members in everi- part of the country ami get their decision within 
a few days, Kven a large country can now he ruled by its jieuple; hut till 
now what was called '' popular Government " was of physical iienssity the 
government by a more or less wide oligarchy. Only those few who could 
themse-lves go frequently to the cs-ntre of tlovernment, or at least riiiiM- 
constant eoniiminication from it, could take part directly in government. -Iiid 
though a much larger nuraljer of |ieoplc would know enough of what w.xs 
going on to make their will broadly effeelive throiigli their choice of I'lqiie- 
srntative.s, yet even they were a .small minority of the nation till a few years 
ago ; and the representative system itself is only of recent date. 

§7. In the .Middle Ages the history of the rise and fall of towns is the 
history of the rise and fall of successive waves on the tide of ])rogress. The 
mcdia'val towns as a rule owed their origin to trade and industry, and did not 
despise them. And though the wcalthie-r citizens were sonieliines able to set 
up a clasp government in which the workers had no part. iJiey .seldom retained 
their power long : the great body of the inhabitants frequently had the full 
rights of citizens, deciding for themselves the foreign and domestic policy of 
their city, and at the same time workng with their hands and taking pride in 
their work. They organized themselves into Gilds, thus increasing tlieir 
cohesion and educating themselves in self-government ; and though the Gilds 
were often exclusive, and their trade-regulations ultimately retarrled progress, 
yet they did excellent work before this deadening influence had shown ilsiif.‘ 

* M hat is true of the gieat free towns, that w'cre praeiieally autonomous, is trill in 
a less degree of tlie so-eullod free boroughs of England. Tlieir constitutions w cre i ven 
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The citizens gained cuRuro withunt losing energy; without neglecting app. a, 8. 

their business, they learnt to take an intelligent interest in many things • 

besides their business. They led the way in the fine arts, and they werc not 
backward in those of wav. 'I'lKiy took pride in magnitieent exj*'nditure for 
public purposes; and they took equal pride in a careful husbanding of the 
public rcsource.s, in clear and clean State budgets, and in systems of taxes 
levied equitably and based on .sound business principles. Thus they letl Uie 
way towards modern industrial civilization; and if they had gone’ on tmr 
course undisturbed, and retained their first love of liberty and social e()uality, 
they would ])robablv long ago have worked out the solutions of many social 
and economic ]iroblems uliieli we arc only now beginning to face. Ji'ut after 
being long tioublcd by tiinndts and war, they at last .succumbed to the growing 
power of tlie countiies by wliieh tliey werc siirroiindcd; and indeed when they 
had obtained dnininion over their neighbours, thi ir own ruli- bad often been 
barsh and oi)]m‘s.sive, so that tluir ultimate overthrow by the country was in 
some degn'c the result of a just ivtribution. They have suirered for their 
wrong-doings : but the fruit of their good work remains, and is the source of 
much that is best in tlie social and eeonoinic traditions that our age has 
inherited from its predecessors. 

§ 8. Feudalism wa.s ix'rhajjs a necessary stage in the development of the Chivalry 
Teutonic race. It gave scojxi to the political ability of the dominant class, did not 
and educated the common peojile in habits of discipline, and order. But it protect 
concealed under forms of some outward beauty much cruelty and uiicleaniiess, * 

])liysieal and moml. The praclifcs of chivalry combined extreme defercnee 
to women in public with doinesUo tyranny : elaborate rules of courtesy to- 
wards coinhatants of the knightly order were maintained by the side of cruelty 
and exinriion in ileiding wilii the lower classes. The ruling chmscs were 
exijceted to discharge their obligations towards one another with fratikness 
and generosity. ‘ They had ideals of life which were not devoid of nubility; 
and therefore their eharaelcrs will always have some attractiveness to the 
tliougbtful historian, as well as to the chronicler of wars, of splimdid shows 
and of roimintie incidents. But their coascienees were salislied wlieu they 
had acted up to the code (jf duty which their own idass reiiuireii of them : 
and one article of tliat code was to kci’]» the lower claasi's in theii' place ; though 
indeed they were often kind and even allectionate towards those retainers 
with whom they lived in daily conlaet. 

So far as cases of indi\irlHal hardship went, the f'lmrcli strcuT to defend The 
the weak and to dimini>li the sulferin^ of the iioor. rerlia[is those finer Church 
natures who witc attracted to its service might often liave exercised a wider >*elped the 
and a bi-tter iiiHuencc, if they had Ix en free from the vow of celibacy, and 
able to mingle with tlii' worhl. But this is no rca.sun for rating lightly the 
benefit wliicli tlie clcigy. and still morc the monks, rcndered to the jioorer in some 
classes. 'I'lie monasteiies weie the homes of industry, and in purtieular of tlie ways, 
scieiitilie tnatment of agriculture : they wen- seeiin- colleges fur the learned, 
and the}’ were liospitiil.s anil alms-houses for tlm siilTering. 'J'he Churcli acted 

inori' vuilons than tin- tui-xiii-s tif llu'ir liljfi-tiw; liiu il nowtiOWiiH proUihlo that thoy 
Mm* tfrii' rally inort* ilciiun-juli*' iiial Ii'&h oli»iun'luc limn was ut one limo Huppoaed. 

Sef ehiit'i'iullN (Jroha, Th' (•'ihl M* ichant, fh. vii. 

1 liut tri!arln>ry Mna ((iiiiinuii m Jtalittn cities, omi was not very mro in uortliern 
castles. I’l-ople coinpiif-scd the death of tlicir uerjunintaiieea by ustsaaaiimtion and. 
poison : tlie liost was often exfieeted to taste the food and drink « ho oflered to 

his 'riiost. As a jiainter ri^ditly fills liis canvas with the noblest faces can find, and 
keejis us iiuteli in tlii* liack^rouiKl as ]>ossible what ie ignoble*, su tlio po])nlar historian 
jnay be jnslifiecl in excitinir the cimiktioii of the young by historical picturos in which 
the lives of noble inou ami women stand out in bold relief, w bill* a veil is drawn over 
imif'h of till* surroundiiie ilepravity. ihtt when wo want to lake stock of the world’s 
progi‘<*8P, we must rc*<‘kon t lie evil of past tiiims as it really was. To bt» more than just 
to our ancestors is to be less than just to liio best hopes of our race. 
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as a peaco-makcr in great matters and in small : tlic festivals and tlic markets 
held under its authority gave freedom and safety to trade.' 

Again, the Chureh was a standing protest against caste exclusiveness. It 
was democratic in its organization, as was the anny of ancient Rome. It was 
always willing to raise to the highest jxists the ablest men, in whatever rank 
they were born ; its clergy and monastic orders did much for the physical and 
mtfral wellbeing of the people; and it sometimes even led them in ojjen 
resistance to tlie tyranny of their rulers.® 

But, on the other hand, it did not set itself to help them to develop their 
faculties of self-reliance and self-determination, and to attain true inner 
freedom. While willing that those indhiduals who had exceptional natural 
talents should rise thiough its own offices to the highest posts, it heljred rather 
than hindered the forces of feudalism in their endeavour to keep the working 
classes as a body ignorant, devoid of enterprise, and in every way dependent 
oil those above them. Teutonic feudalism was more kindly in its instincts 
than the military dominion of ancient Rome ; and the laity as well as clergy 
were iiiHuenced by the teachings, imperfectly understood as they wi'rc, of tlic 
Christian ii-ligion with regard to the dignity of man as man. Nevertheless the 
rulers of the country districts during tlic early middle ages united all that was 
most powerful in the Oriental subtlety of theocratic caste and in the Roiiiaii 
force of discipline and ixsolution ; and they used their coiiihiiicd strength in 
such a manner as on the whole to retard the gimvlh of strength and indc- 
[xmdenoo of character among the lower orders of the jxople. 

The military force of feudalism was however for a long time weakened by 
local jealousies. It was adiiiirahly adapted for welding into one living whole 
the government of a vast area under the genius of a Charles the I heat ; hut 
it was equally prone to dissiimte itself into its constituent elements ns soon ns 
its guiding genius was gone. Italy was for a long time ruled by its towns, one 
of wliieli indeed, of Roman descent, with Roman ambition and liaid fixity of 
purpose held its water-ways against all attack till quite modern times. And 
in the N'etheiiaiids and otlier jiarts of tlic Continent the free towns were long 
able to defy the liostility of kings and barons aroiiiul tliem. But at letiglli 
stable monarchies were established in Austria, Spain and France. A despotic 
monarchy, served by a few able men, drilled and organized the military forces 
of vast mull itudes of ignorant but sturdy country folk ; and the eiiti iprisc of 
the five towns, their noble combinatiuii of industry and culture, was cut sliort 
before they liad had time to outgrow tlieir early mistakes. 

Then I lie world might liavc gone backwards if it liad not liappcned tliat 
just at that time new forces were rising to break up the bonds of constraint, 
and spread freedom over the bread land. Within a very short period came 

' Wo are porliajis iqil to lay loo muoh sti-oss on tin* ooinioinnation by Llio L'IiuitIi of 
“ usury ” und som.* kinds of trade. There w us Uion very little seope for lending euiiilul 
to be used In business, and when there wus, the [irolilbitlon euiild lie evaded hi' nmny 
deviees, soiiio of wliii-b were indcisi suiielioned by the L'liureli ilself. 'J’lioiiuli Si. 
Clirysustom said that “ lie wlio procures an urlicle to make jirullt liy disposin); of it 
entire and uiiallercd, is ejected from the temple of liod ” ; yet Uie (.’iuireli ciieouraeed 
mcrchanta to buy and sell poods unaltered at fairs and elsew hero. 'I'lie antliorit) of 
Ciiurcli and State and tlie prejudices of the people eombiiied to put diilieulties in tlio 
way of those who bought up large quantities of goods in order to sell them retail at a 
profit. But thqugli mucli of tho business of these people was legitimate trade, some 
of it was certainly analogous to tlie “ rings ” and *’ corners ” in modern produce 
markets. Compare tlio exeeilont cliapter on the Canonist Bootriiie in Jslilcy's 
Hintory and the notice of it by Hewins in tho Kcotwmic Jteview, Vol. iv. 

“ indiroetiy it aided progress by promoting tlio Crusades; of whieh Ingram well 
says (Hintory, eh.) ii. that they “ produced a powerful economic eifeet by transferring 
in many eases tho possessions of tlie feudal ciiiefs to the industrial classes, whilst by 
hriuging diflereiit nations and races into contact, by enlarging the liurizon and widen- 
ing tlio conceptions of tlio populations, as well as by affording a special stimulus to 
navigation, tlioy tended to give a now activity to international trade.” 
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inaccessible to the pfo])I( lln fm Iiiiiihi ot tin (iiiilis iimmcI, tin " 

strong stlf d( ti limning spuds g mud 111 w sli<n„(li, niid win ulili loislind ” 
their infliiener oaei othns And i inw loidimiit sii„gisliil in n pmlili tin I i 
the thoiighttid itthismii tune th d it olUicd a ni w hiO|H lo ||n iiililpilsii 
of bold adientiiiris 


§9 Int (oiintiiis wlnili look tin had in tin nrw iiiiiiilinn iiiKinlllli llie(li«t 
wire tliosf of the Spanish I’lninsnli it aiiiind loi i linn ns llniii).li lln 
lendi 1 ship of tin wiiihl li iMn„ si (lli d liist in lln niol(nliil\ I" dinnillii i f 
the Mcditf iraiiean, and till nci inoaid to Iho iiiiddh niiisiilii, would hi tile ||„ ^ iim 


again m th it wisliih |h iiinsiih wliiih lMlnn,.id liolli In tin Mr iIiImmih nti wniil totl e 
andthe Atlantii Bntthc powiroliiidustrv hulln llnsfjiin liiionn iiilliiiiiil ^^piunrl 
to sustain wi dth ind i luli/ dinn in 1 nortlniii clitiinti Spun nnl J’oiliiniil 
could not hold then own foi long ii'uiist tin moii siislniind iinigv and tJiii 


more generous spud of lln noitlir in jKO]ik 

The carh history of th' yiiopk of tin ’Nilln il iihIh ih iiidiiil a biilliniif Did won 
mmanre ] ounding I hi insr Itr s on fihliiiig inrl wr ivnig, t In v built tip it linlili movtil 
fabrir of art and lit' ratlin otsmiiri ind pin' innii id Did Spnin ni I In 1 < It j,” 
to ciiish out tin ii'i ig spud of firrdnm as I’lrsn hid ih in hi foil And iin Itulhnrl, 
Persia stian,.ltd Ionia hut only 1 um d yi t hvin 1 lln i|iitd ol (iimk |)|o|h i , 
sa the i^iistio ■Spanish rni]iir suhdwrl fin Brl'iiii Setlnllandn, Irtit onlyr 
intinsiScd thf pitnotis'ii iiidrrnrgv cftle iMth \/tlif/liinIf iinil hi'luii) 

Holland siiifrprd fron Ind iiiri « jr iiousy of Ini rommiKi , Init ntill tntm 
from thr nstliss mild ir iiiihdion rf Inn" II HOf»ii Inrimn rhiii linti 


Hr II ind ' Is i< f' iirlin. tin frr r rlr m r f ] iirr jn 1 'iiiiM I ri in )i itign , itm Jiiit 
at a eritieil tinu in Iwr hi trry s| r w is rh j iivrd r f tin aid sin nn Id ri isoii 
ably In f raprrtirl fir [1 I'ltdr t inf >i,Iiif], md tin ugli Iiom Jfi*o< oriWrfffK 
that aid wi lilnrill .1 rn Ini hior t irri n 1 rinnais sonn had linn 


alrradk prrislirrl r n 1 l r b ttb till mi tr 1 r ribiirrhmd wdli d(ld, 
She has fdirii 11 to tin trrl ro inrl r d li 'll bnrn alirti iH otiris wfrr 


bound tj srkiio >1 d. wl it Ir hi mrl wl I ir rr hr ml 'hi lux rlow Uit 


fiiirjrm nirrtiifnr 

Traiir ndlr.Ii d wro tl 1 I ft tr r rUrd hr tlr rmpirf oftln rr/an, 
Frame b irl atrr r itunl T' 1 tl rn tr rtf r r irlln m ro riitry, and 
more ef the »finr fil rn h / thin tr n^iiri 'iiitrt, and s hr was for 
some tin f th gi tr^tj irrrffh > rl 1 It Ir '( uinJr tr d in j* (^1* tilftl 
war-hrrw Irl I rlr H rloftfr Ir-t ft) dl/rns nhritn hr hrrlftot 


alrnli Ir is ' 1 r 1 . j jr r r i 10 I^r f ''' otmli htrarufit 

hr it i dl r ,1' • a'l* p art r f fl r ad t It '■foi'i atrial hi raikrl, 

an [ IL SI- 1 r ir I' 1 J 

f' r lit r ri A a r r ’1 If ] d r IrmwH ainaiftg rtf 
th ffrc'. rr 1 fn '[ rtf r 1 Diif fin (tcfirb wrrr 
'•tnkiru.U wailiu g m Ihir srlt ttrHii. I«r irn whmh lari dmftfJjHimhrd 
th Amen an 1 lo rusts Tltiir rnfigi tnsl « irttpr w a» wiitufrtlrd tMtatli IB 
thi jrtat \ap)lt m « us Bit Ihrit autf tirt r xtlraparl itarlf iswd niti 
nuMi htt tl EmJsin 1 th Iradriwhip rf rirf ■pniw on fhr oieaiti, 'ffruiatlir 
inliisltrul jrl-ltnsifth "hw h^orlrl a»» Jirip, woffeeat out ondi'T ttl* rlnwr'f i^Bg***' 
imliaLnci nf tu ni rastr it thief ff fbf Olrl Wr»M acr MBrlrt tljst ttidnKfi 
imiioeni 1 jf the- Eiiijli*lb tkiiaftf 1 AW auar tf'n trt >?» toir smiUii sowk 
wrhalt miiore ijetsil thr gii wth ot toff rTillfrjiVMii im Ee.llawl, 

1(10. Hiulsuiiid a gro$iraph,i al pievtirii eaitMfll hft.trv ha. bf ttre Tk» 

httniiiigieds iiLeMihi ns ni th sHuirgirst it (» mi moiittb m Evtiaip) jwBrr-sn 
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Arp. A, 10. natural sf'betion brought to her shorrs those inembers of eatli 

; * migratorj' wave who were most daring and self-reliant. Her climate is better 

uf Englinli- atjapted to suFtain energy than any other in the norl hem heiiii^phcie. Mjc jg 
divided by no high hill.», "and no jia’rt of her territory is more than lu enty miles 
from navigable water, and thus there »as no niaterial liinriiardce to fn-edom 
of intereotirM; between her different jjarl.s; while the htn-ngtli and wh-e pnlii-y 
oithe Xonaans and Plantagenet king-i preventi d aitilicia! bairierr, from Im ing 
raised by local magnates. 

As the part which Rome played in history is chiefly due to her liatiiig 
combined the military strength of a great empire with tlie enterpri^e and 
fixedness of purjjose of an oligarchy le.'iding in oni- city, .so England owes her 
greatness to her combining, as Holland had done on a smaller seale befoie. 
much of the free temper of the media-val city with the strenLdli and binad basis 
of a nation. Tlif towns of England had bec-n less distingiii-liid than tho-e of 
other hinds; hut slic assimilated tliem more easily than any other country 
did, and so gained in the long run most from them. 

The custom of jjrimogenilurc inelined the younger sons of noble families 
to seek their own fortunes ; and having no s]S‘cial easte privih gr s tlmy mi.ved 
readily with the common people. This fusion of different ranks b mh d to 
make politics busiiirw-like ; while it warmed the veins of business advi ntiiie 
with the generous daring and romantic aspirations of noble IjIchkI. K- solute 
on the one hand in resistance to tyranny, and on the other in subitii"ion to 
authority when it is justified by their reason, the English have made muny 
revolutions; but none without a dclinite purpose. While reforming the < 011 . 
stitulion they have abided by the law; they alone, unless we CNeept the 
Dutch, have known how to combine order and frei-dom; thi-y ah me iiaie 
united a thorough reverence for the pa.st with the power of living for tim iiituie 
rather than in the past. But the stnmgth of cliaraeter whii’h in later times 
made England the leader of manufacturing progn s', showed itself a' lii'st 
chiefly in isilitics, in war, and in agriculture. 

Whilcthey The English archer was the fore-runner of the English artisan. He liad the 
were Mill same pride in the suis-riority of his food and his ]iliysirjup over tliose of Ins 
*"if*^*i Continental rivals; he bad the same indomitable |a-i>('veianie in aer|ninng 
Mtion* perfect comniaiwl over the use of his hands, llie same free inde] 1 nth in e and 

th,.v the .same isiwer of self-control and of rising to emeigent It’s ; thesame Imbit of 

showed indulging his linmours when the occa.‘ion was fit. but, when a eibis aiti-e, of 
signs of preserving discipline even in the face of hardship an<I misfoiiune.' 
mode facultie.s of Englislinien remained latent for a long time, 

fatultvfor They had not inherited much acquaintance with nor mueli care for the lom- 
orgaDiM-d forts and luxuries of civilization. In niannfaetures of all kinds they lagged 

action. behind the Latin countries, Italy. France and Sjiain. as well as the fiee cilii'S 

of northern Eiiro[)e. Gradually the wealthier clas.-es got some taste for 
imported luxuries, and England's trade .slowly iiierea.sed. 

Their But there was for a long time no sign on the surface of lier futiiie eeiii- 

tiade has merce, H'liat indeed Is the product of her s]ieeial circuniotanees as much as. if 
beenaeon- not more than, of any natural bia.s of her iienple. They had not originally, 
S'thrir' special liking for dealing and bargaining, nor fnr 

acticitv in abstract side of financial business, which is found among the Jew.s, 

production the Italians, the Greeks and the Armenians ; trade with them has always taken 
and in the form of action rather than of manccuvring and speculative combination. 
caSjn the subtlest financial speculation on the London Stock Exchange is 

” ■ done chiefly by those races which have inherited the same aptitude for trading 

which the English have for action. 

1 For the piirpoges of atatistical comparison the w'ell-to.do yeoman must he imik-’d 
w'illi the middlf' ekisscs of toalay, not with the artisans. For tliose triio were I« tier 
off than lie were tery few in number; while tlio great mass of the people were fur 
below him ; and were worse off in alinosl every respect than they are now. 
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The qualilus wliieli have ciiisid Tiijiml in litli i limn uiiih i iliiliiiiil a 11 

oiioumstmcis In p\plnif llu Hiiild iiiii l» niikt ffioilh mill i ui\ (liiiii liii * 

other countius cau^,(,^l hn t\in m the Mnl ili Vis tii luiiiiiii (In tiiinluil 
oigani/itinii of i/ruuMiiii iiiil (1ms to sit tin mnili I if(ii mIiIi li iiiiisl iillii i 
nioihiii business is being iiiimhliil She look tin li iil in niiiMi(iiie hlioiii n n if 


elms into niniiev piMiniils i chiivi nliieli iniiht iinn imiI (hi | nii i il is‘i iiH im 
eeenone to steer his couisi in life uieriiliug lo hiH own fill ilniii i^i I' “ 
good anel for cell (111 piiipli wi ii s 1 Ini 1 1 1 x h iii^i in ii Ih ii ii).li(ii in (lii 
Knd dnd thi ir obligstions to it Iln tel exit i in oi (In bonds ol i iisloin wiln of 
hastened slikc h^ (he gn it im el n d n i^is wlnili lolloniil (In Mule 111 ith iiutiiin 


m the fourteiiith iintun ind In tin _ieat fill ol i il niigis nhiili in tin 


sixteenth eentun esuUi d lioiii ( In di pii 1 1 eli m oi silvi i fin ilibiniiii nl oi 


eeiin tin ilifiinpiutlim of tin rixinnesefthi monesli ills to the plllpowHot 
court extrai loanee , mil lasth In llic e vli iisn n ol “Ini p fiiiiiin wliiilinil 
nianv workeis idiift fniin (In n i Id hi in s anil low mil tin ri il iiii ii/n s imd 


altered the nioelc of lifi et this who re mime il Iln mini me iif mis fuiUii f 
extendi el In (he giowlli eif the ie\ il powi r ir tin liiiiils of tin J ililem, win h 
put an end to prii iti u ii iiiel rineliriel u ili s llii bmdb ot ti tmiii i« whieb 
the baions ami land 1 ^iitii iiiil k pi le^itli r Jin habit oi It iviiig mil 
pioperti to the i Idi st s i md distnbiitiii^ p rsi ii il piointtv iiiiioiu all tin 
memlxrs ofthe fiimh iiifl inilianlmei iiltli i/i of I iinli il pfo|ii rtiiii, 
and on the otheiniiiewi I (In i apit il n hie li tin o'li ra of 1 1 ml had it ftnir 
own ceiiiiiiaii I f r worl in it i 


ill SI till s tciili i li istiblisl tin iilitnii if linellotd ind liiiiof in 
1 lulind nhdi tin ttr i nd inn Ifn 1 ii hah' ei| mil tin i ii,lisli di mind 
I I iiieignluxunibUd is|uiill iiilln ixte idlii nlm\,lotlii lomeiiti itnm 
ofinim h I lni,.s into I I '1 p lui s w itiil fn ipif ihnt f irmi le Ihif 
IS then xi is a nat inei in tin iiuiiilir ef fiui i ta who niiih ito ik tlio 
man 1.1 n I nt m I the ri I ifi.ii illiii su| pli n . ome i ipital oi tin ii own, 

hit h rnn n ' tin laid f r i liitinii i iih p iiniii md hiring lilioui tor 

wa.is mill in inii hterer 11 i < 1 1 1 h i ed 1 n.lHh hu«ini iinnillidn 
t k tl iiii.inint I hr I 1 1 lint tnre ipjilxin ' son i i|iiti)ot 
tliiii wii 1 It I rr 11 tl ii't I PI I <il lit lilxniftii tm 

ent'ifrii.r I ii li il ii I Mil i tun iinl ei nl lo th 
f ir Iiutitii 1 (I II (1 1 h i I I I I r tin i bit /nlpidotil irhel 
nilhtoir 1 1 I 1 ihfr iriri'fl’ te.l b t nte;n, m |J i um 

li' I I ii.h I 1 I r ill * 10 I til ill /I III I II hsli iitisAiii 


ell It ill Id DU 1 I I e'llite eJ<rj*(UI^ 1 In nitlil ll I /, Ilf I s 

'UTit ami mil fi j f th in »l r In I 111 ej on fhi siwifi ' of i( Gi 
J 1 hnliieji 111 I I M I 11 I III! fi} I'eforiation, i eitin « mtit 
n s t< i j 111 ’■lift’ yl 1 j i<ii t rn inhafii Minii ^ 

It fl<r ush ( I 1 1 rt If I «f Ii t tr with m i imm 

irtei! I nil ■' T til I 1 1 I J I n 1 I e f i i li i it innuh ind o( dt/ 

pi I Ir rli in 1 ’ll * L r» ^ iHelfi i Ion lb i IGtw 

hi] r 1 li I r- 1 . J d ^ t) t of 1 1 1 Ik » , m litis * 

Ul t l t 1 si 11 T It 1 I i SJWMImI fllAMx * 


1(1 1 1 « fjlJuJvieljh 

tl If Hi It I 1 iG t Ik) 1 I I an M 1 1 0 as i Ilk ox ill < f ) 
tB!liiiL)kieia util U i pfrysft IJtiniiiciiiisliimkx 
i xe it u ILL [Id J. ]] 1)1 I Hits dt 1 D f e iniiDiA si e iai oitm 

cl tBj ml l|pflB il) s e e I I) I / W ) f k) . 

lUiag <11 > I IT D I ) I L lu h t J SI |i mHv aId tx | 

s )] ) ) Bki I m s Is U li m fl 1 11 ) il lx ilkie v) 

vOU It sIMB Bill tUL Lftnll'l) UF II^IWIBAI DilC-llI AIS ) 

c D m ID ^ I I iD 1 11 L'l 4 1 I ) ) k \ 1 ft la ii «.(i i) iiix aioil' )Ji^ 

ilol amu'Di til <) x an s lia ul <1 u a) i « n) I ) Was) ct)» iwiiiat 
Biij: * (Il I se I f 1 J-1 I am X *a H . ) /') /ij of Uki ay I'lart tv 

ana Dkijiu li iD . 
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But thr nrjtion uar. npw to th<» world, it ban and i»ak«J uni ’it r>\rr 
Rrowiiwilliplia^intim-tinit'; andfvrnin kindh iutim'iiidi’jr!uilii\ th ind 
itwlfwilh 1 lurd diarfinn- of oullini . whilf* 'hi n 'r*,! i iiatun - 1 « n * -i]f 

cutucmin ind I ,/oU-tii Amoii^sthi PuritiO' ri-ji ml i,t_iT i -,,10 _i>i 

lo^cil ili 1 inii<nii>-. and pria-ioii 1 o thnr nliji ii- fm J 1* in il i 1 in. 
jiafcsion, ho-tili toal] liUitrrth' njkt'’ iiidh,;! ti T iiru-'ii inf- Wlm isi u 
a*-jw thi V lould takn rombimd aifion nliKh 1 a- > 1 di irri 1 ' tli 11 

rnBolutPHill. But thni look liGli |i ui-oiin , 1 )ir v ^‘lunii ljulli 01111 
inpnt«, and pnfrrn-d ihr ijoKtir n'liMtinn-, if bom lifi , a'i 3 . r niot br 
toiifpsoid. notni' of Ihitn toi'ik an iltitudi lii/'iib t 1 art.' 

The fiivt /roirth of ‘■tri’ii,'lli had Ihi 11 -on 1 1 w li (bit 11 m If in 1 

ill mannond, but that -Inn^rh va-. n juin Ibrllu ijr it -ta„i ip i r! It 
undid to Ijp piirifird and 00111111 1 b ini h trib il iti 11 . it lu d It I 11 < 
Il 11 -ilfa"irtiti witboiit l.ioMiiii/ 1 lafi r, libn n 1 i' 'tin 1 - ill _r 

up around it to ri rui in i In'll r lonn «li it i' i- niiot 1 ' lutif i, ml 1 -t li ] 
rn llji old folb itiM Vndin i*- Itnitnutu Itbi itfn 1 ii'iftb fiiiil i) 
riihiaL and fulli't of nrlbl' f ilin.1' mrliaj -- tV r 11 iirbi- 1 ti I 1 1 
anj mat! ml of t atiin at 1 ui' v str 11.; an 1 -o iim witli v bi b t 1 I iii I iiji 
a noblf fabnt of «r,iial bf< 

Holland and otlnr I’ountni’a sliarid with bidind thi* jn at it b il bi li 
was thun opiind bt til -piritnal uphi a , al th it b -ad tin njidili' i_ - But 
from mam poinfsofti' 1, andia]. nil- iioiuthit nftbr r oiiouiid biiJi d i 
<a}ii>niii "5 win tin mot iiistiu'tut- and thi in st tlionuji. ml in 
Upical of ail tin nst Enjland 1 1 tb i' in tbi nudmi 1 lutn ii it 
induatr* an 1 inti rpii I b* fn' ind 1 1 f di ti niiiiun. mi rji ind vill 

kl 2 . 1.11,1 ind - indu-lnal and 1 iiii.jit iil bin tiri'-li «wiii int ii-iti 1 
b} th« fi't tint of tno-f who lul ulojar 1 tin in 1 d • tnn •. in 1I1 1 
iountriiiiifii,lit on hir-lion'a '•ifi I'-ilnm fr in n li,'i ri' ]« i‘ 111 11 IS' 
a virf of naturil vliftion. IImm of th Irnih mi 11 imn.- oid itlim 
whoai I’hiia t'r was m' »f akin ti tli' Ln.di'!). 11 rl «L 1 ba 1 1 1 in I II tint 
itn; uti r to i-tuiJt thorou,lini‘-’ of ’lorl. in till niiii jfailuni . irt- mi ti 
min,'!< nithtli'm and totiarblbiin thov art' f 1 tin hlbnrilmi t rial 
ail lion,' bltid llifm - Danii^ tbr w nntn nth and n.bt' iitli ntiiiii. 
till iijiin and tbi ujijkp 1 lai-Sfa niiiaiiiril ni 11 or Ii fiiiol itn ,inil Im iiti i-, 
bur tbi iinddli <! iia and «,nie jarts of tin norknu li-i a lojtiil i' i 
tiitt of I iff , thu took little d'luht in amu'iiiii Ills tbit iiiti mij tid t I, 
and thft hid a b^h standard as to tho-i nutinal iimtfits nbi b 1 ul 1 In 
obtainid onh bt unremittine hard worl lln , sti im to jir 1 lu 1 lliiii.s 
that had a sfilid and lastin,; utilitj rathi r than thosi 'iiili d onh f r tin ] iir 
fxiisc of fi stiritiPs and osu nfation liiflfndiiui, wbi iioiiit it hid i-i t in. was 
promotiiibi thf climati , for. tliouf h not iii\ sum it is sj,i ulU uiisuiti d 
to the IwhtiT amusmunts, and thi elothin/ boii't room and otln r n ipii~iti s 
fijra iwjifortable rustinii m it are of a spn iilli taiiiiisiif than Ur 

Thi SI wire tin (onditions undir wliuh tin* iiiodini industinl lib of Liu 
land vasijf telopid . the disirt for mateiial loinfoits ti nds tow nils a n isi liss 
stramin,; to extra! t from eierv witkthi _rc itist iinoimt ot work tbit can be 
got out of It. Thn lirtn resolution to submit iiii\ ailnm to thi diliUiiti 

1 The Liccatioufinnss of rame forms of art irrati li in si nous hut narrow min Is a 
prejudiee anainst all art, and in ntciue sotialists non rail at the Rtformanon is 
bavina injureii both tlie ao lal anJ the artibtji instmetB 01 mm but it mil I 
qupationril whether tlie intinsiti of the feihnua whirh wire rn’enJircd h\ the R, 
formation has not enrichrci art more tlian tlieir austinti Jus injured it lhe\ han 
developed a literature and a music of tlieir own, and if Ihtv liave led man to think 
shuhtiniili of the heaiitj of the works of his own hands, thei lia\c iirtaiiiK imrcas 1 
his power of ajipreeiatina the lieantiis ot naturt Jt la no aceidint lliat landiwan- 
painting owea most to laiida in w hah the Rtformid rclipion has prevailed 

* hmiles lias shown that the diht which i nuland owes to these immieronlv is 
greater than histonana have supposed, though tliey have always rated il liighlj 
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judgment of the reason tends to make everyone constantly ask himself ier. a, 13. 

whether he could not improve his position by changing his business, or by* 

changing his method of doing it. And, lastly, complete political freedom and 
security enables everyone to adjust his conduct as he has decided that it is his 
interest to do, and fearlessly to commit his person and his property to new and 
distant undertakings. 

In short, the same causes which have enabled England and her colonies to 
set the tone of modern politics, have made them also set the tone of modern 
business. The same qualities which gave them political freedom gave them 
also free enterprise in industry and commerce. 

§ 13. Freedom of industry and enterprise, so far as its action reaches, tends English 
to cause everyone to seek that employment of his labour and capital in which free 
he can turn them to heal advantage; and this again leads him to try to obtain enterpnse 
a special skill and facility in some particular task, by which he may earn the 
means of purchasing uhat ho himself wants. And hence results a complex towards 
industrial organization, with much subtle division of labour. division 

Some sort of division of labour is indeed sure to grow up in any civilization °f labour, 
that has held together for a long while, however primitive its form. Even in 
very backward countries we find highly specialized trades ; but wc do not find 
the work within each trade so divided up that the planning and arrangement 
of the business, its management and its risks, arc borne by one set of people, 
while the manual work required for it is done by hired labour. This form of 
division of labour is at once characteristic of the modern world generally, and 
of the English race in particular, it may be merely a passing phase in man's 
development ; it may bo swept away by the further growth of that free enter- 
prise which has called it into existence. But for the present it stands out for 
good and for evil as the chief fact in the form of modern civilization, the kernel 
of the modern economic problem. 

The most vital changes hitherto introduced into industrial life centre capecially 
around this growth of business UndcrlahersA We have already seen how the m tiro 
undertaker made his appearance at an early stage in England’s agriculture, manage- 
The farmer borrowed land from his landlord, and hired the necessary labour. ["fJjnpBj 
being himself responsible for the management and risks of the business. The 
selection of farmera lias not indeed been governed by perfectly free competition, 
but has been restricted to a certain extent by inheritance and by other in- 
fluences, which have often caused the leadership of agricultural industry to 
fall into the hands of people who have had no special talents for it. But 
England is the only country in which any considerable play has been given to 
natural selection : the agricultural systems of the Continent have allowed the 
accident of birth to determine the part which every man should take in culti- 
vating land or controlling its cultivation. The greater energy and elasticity 
obtained by even this narrow play of selection in England, has been sulfioient 
to put English agriculture in advance of all others, and has enabled it to obtain 
a much larger produce than is got by an equal amount of labour from similar 
soils in any other country of Europe.* 

‘ This term, which lias the authority of Adam Rmitli and is Ijahitiially used on the 
Continent, seems to ho tlie host to indirnto thosewho take tiro risks and the manage- 
ment of business as their sliaro in the work of organised iiidiistry . 

* In the latter half of the oighternth century, oapocially, the improvements in 
agriculture moved very fast. Implements of all kinds were improved, draining was 
carried out on scientific principles, the brooding of farm animals was revolutionized 
by Bakowell's genius; turnips, clover, ryo-grass, etc. came into general use, and 
enabled the plan of refreshing land by letting it lie follow to bo superseded by that of 
“ alternating liusbandry.” These and other clumgcs constantly increased the capital 
required for the cultivation of land ; while the growth of fortunes made in trade 
increased the number of those who were able and wiiling to purchase their way into 
country society by buying lorgo properties. And thus in every way the modem 
commercial spirit spread in agriculture. 
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But the natural selection of the fittest to undertake, to organize, and to 
manage has much greater scope in manufacture. The tendency tn the growth 
of undertakers in manufactures had set in hefoie Iho gieat development of 
England's foreign trade ; in fact traces of it are to he found in the woollen 
manufacture in the fifteenth century. But the opening up of large markets 
in new countries gave a great stimulus tn the movement, both directly and 
thaough its influence on tlie localization of industry, that is, the concentration 
of particular branches of production in certain localities. 

The records of mediieval fairs and wandering merchants show that there 
were many things each of which was made in only one or two places, and thence 
distributed north and south, east and west, over the w hole of J^uropc. But the 
wares whose production was localized and which travelled far, were almost 
always of high price and small bulk; tlic cheaper and heavier goods were 
supplied by each district for itself. In the colonies of the new world, however, 
people hail not always the leisure to provide manufaetiires for Iheniselves : 
and they were often not allowed to make even those which they could have 
made ; for thousth England’s treatment of lier colonies was more lilx'ral than 
that of any other country, she thought tliat the expense which she inciiri'ed 
on their behalf justified her in compelling tliem to buy nearly' all kinds of 
manufactures from herself. Tlicro was also a large demand for shnplc goods t o 
be sold in India and to savage races. 

These causes led to the localization of much of the heavier maniifaetiuiiig 
work. In work which requires tlie highly trained skill and delicate fancy of 
the oiH'rativc, organization is sometimes of secondary iinportanee. But the 
power of organizing great muulM'rs of jieople gives an irresistible advantage 
when there is a demand for whole ship cargoes of goods of a few simple patterns. 
Thus localization and the growth of the system of capitalist undertakers were 
two iiarallel movements, due to the same general cause, and each of them 
promoting the advance of the other. 

Tlie factory system, and tho use of expensive appliances in nmnufaeture. 
came at a lalor stage. They are commonly supi>oscd to b(' the origin of the 
power which iindertukers wield in English industry; and no doubt they 
iiiereased it. But it had shown itself clearly before their influence was feli. 
At the time of tlie French Revolution there was not a very great di'til of capital 
invested in machinery whether driven by water or steam power; the factories 
were not large, and there were not many' of them. But nearly all the tc.vtile 
work of the country was then done on a system of contracts. This industry 
was controlled by a comjiaratively small number of unrleiTakers wiin set them- 
selves to find out what, where and when it was most advantageous to buy and 
to sell, and what things it was most profitable to have madis They then lit 
out contracts for making these things to a gicat number of poo])le scattered 
over the country. The undertakers generally 8up])lied the raw material, and 
sometimes even the simple implements that 'were used; thase who took the 
contract exeruted it by tho labour of themselves and their families, and some- 
times but not always by that of a few assistants. 

As time went on, the progress of mechanical invention caused the workers 
to be gathered more and moi-e into small factories in the neighbourhootl of 
water poiver; and when steam came to be substituted for water power, then 
into larger factories in great towns. Thus the great undertakers who bore tho 
chief risks of manufacturing, without directly managing and superintending, 
began to give way to wealthy employers, who conducted the wdiolo business 
of manufacturing on a largo scale. The new factories attracted the attention 
of the most careless observer; and this last movement was not liable to be 
overlooked by those w’ho were not actually' engaged in the trade, as the preced- 
ing movement had been.* 

* Ilio quarter of a century lieainiiing with 1760 saw improvements follow ono an- 
otlior in manufacture even more rapidly than in agriculture. During that period tho 
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Thus at length general attention waa called to the great change in the Are- a, 14, 
organization of industry -which had long been going on ; and it was seen that ‘ 
the system of small biiHinesses controlled bj’ tho workers themselves was being 
displaced by the system of largo businesses controlled by tho specialized ability gradually 
of capitalist undertakci s. The cha nge w ould have w orked itself out very much tlio undcr- 
as it has done, even if theiv had iwen no faclories : and it will go on working takers col- 
itself out even if the retail distribution of liirce by electric or other agencies 
should cause jjart of the work that is now done in factories to bo taken to the 
home of tho workei s. bodies of 

§ 14. The new movement, both in its earlier and later forms, has tended vorkers. 
constantly to ivlax tho hfuids that used to hind nearly everyone to live in the Hence- 
parish in which he was born ; and it develojK'd free markets for labour, which 
invited people to come and take tlicir chance of finding employment. And in labour ° 
eonsequenco of this change the eau.se3 that detonnino the value of labour was hired 
began to take a new character. Up to the eightci-nth century manufacturing wholesale, 
labour had been hin-d, as a rule, retail; though a large and fluid labour class, 
which could be hired wholesale, liad phired a considerable part in tho industrial 
history of particular places on the Continent and in England liefoiv then. In 
that century tho rule was reversed, at least for Knglami: and tho price of 
labour ceased to bo dominated bj' eu.stom, or by bargaining in small markets. 

During the last bundled ye.ars it has ever more and moie been dotermined 
by tho ciroiimstanoes of supply and demand over a largo area — a town, a 
country, or tlic wliole woi’ld. 

Tlie new oi'ganization of induslry added vastly to the eilieiency of pro- The new 
duetion; for it went far towards securing that each man's labour should be organiza- 
devoted to just the highest kind of work which ho was eainible of pi'rforming 
well, and that his work should be ably diiveteci and supplied with tlie best 
meohanioal and other assistance that wealth and the know ledge of tho ago by great 
could uftoixl. JJut it brought with it great evils. ^Vhioll of these evils was evils; 
unavoidable wo cannot tell. For just when the change was moving most many of 
quickly. Ungland was strieken by a combination of calamities almost un- 
paralleled in liistorv. Tlioy wore the cause of a gieat jiart — it is imjiossible to 
say of how great a part — of (lie sullorings that are commonly asci’ihed to the cousea. 
sudden outbi-eak of unrestrained wmiK-tition. The loss of her great colonies 
was ([Uiekiy followed by the great Fivnch war, wliieh cost her more than tho 
total value of the uecuniulated wealth she liad at its comineneenient. An 
unprecedented series of bad harvests made bread fearfully dear. And worse 
than all, a met hod of administration of the jioor law w as adopted wliieh under- 
mined the inde]iendenoe and vigour of the jK'ople. 

The first part of last century therefore .saw five enterprise establishing itself 
in England under favourable eirourastanci's, its evils being intensified and its 
beneficial inlluences being hindered by external misfortunes. 

§ 15. The trade customs and the gild regulations, by which the weak had Thorewero 
been defended in past times, woro unsuitable to the new industry. In some some futile 


transport of lieiuy goods was ohcapeiicil by Hriislley's canals, tho production of 
power by AVatt’s sleani-eiigiiie, and tiint of iron liy fort’s pioeesses of jaiddliiig and 
rolling, and liy Roeinick’s metliud of smeltiim it by eoal iii lieu of tlie cliareuiii tliat 
had now Liecome scarce; Hargreaves, Crompton, Arkwright, Cartwright and otliers 
invented, or at least ranrlo eeonoinically serviceable, llio spiiining-jonn> , tho mule, tho 
carding niachino, and tin? power-loom ; Wedgw'ood gave a gival impetus to tho ]iottcry 
trado that was already growing rapidly; and there wore im])ortant inientions in 
printing from cylinders, in bleaching by ehemieal agi-nts, and in other processes. A 
cotton factory was for the fii-st time driven directly l>y eteaiu power m 178o, tho last 
year of tho penod. Tho beginning of the nineteenth century saw sle.iin-sliips and 
steam printing-presses, and the use of gas for lighting towns. Railway locomotion, 
telegraphy and photography came a little inter. Rih' for further details a brilliant 
chapter by Professor Claphain in tlie Camhrid^ Jilodcrn Ilibtoitj^ Vol. X. 
t ijco Held's Hocialc itadiichic Emjland», Bk. u. ch. iii. 
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App. A, 15. places they were abandoned by common consent : in others they wcic suocess- 

* fully upheld for a time. But it was a fatal success ; for the new industry-, 

attempts incapable of flourishing under the old bonds, left those places for others where 
Ye old it could be more frcc.^ Then the norlcers turned to Govemment for the en- 
mSrances forceincnt of old laws of Parliament prescribing the way in which the trade 
regulating should be carried on, and even for tbe revival of the regulation of prices and 
labour, wa^es by justices of the peace. 

which had These effoits could not but fail. The old regulations had been the ex- 
done both pressiun of the social, moral and economic ideas of the time ; they had been 
good and fp[|. rather than thought out; they «cre the almost instinctive results of 
their”timc ex]X'rience of generations of men who had lived and died under almost 
but wero ’ unchanged economic conditions. In the new age changes came so rapidly that 
unfitted them uas no time for this, Each man had to do uhat uas right in his oun 
for the eyes, with but little guidance from the exjK'iiencc of ])iis( times ; those who 
modem endeavoured to cling to old traditions were rpiiekly supplanted, 
cluuig™' *' i'''<^‘'‘'l''bers consisted chiefly of those who had made their 

Thoinanu- Own fortunes, strong, ready, enterprising men : who, looking at tlie success 
facturera obtained by tlieir own energies, \tere apt to assume that the poor and the 
wero weak were to be blamed rather than to be pitied for their misfortunes. Im- 
chiclly pressed with the folly of those who tried to bolster up economic arramtemenls 
mad?mm' "‘hicb the stream of progress had undermined, they were apt to think tliat 
who saw ’ nothing more was wanted than to make comijetition perfectly free and to let 
only tho the strongest have their uay. They glorifiecl individuality of eharaeter, and 
gMd aide hurry to find a nuxlern substitute for tho social and industrial bonds 

netition. •‘“‘I toa<'llier ill earlier times, 

5’ho Jleanuhile misfortuim had reduced the total net income of the people of 

presamo of England. In IS2(I a tenth of it was altsorbetl in paying tho mere interest on 
war taxes the National Debt. Tho goods that were cheaiK-ned by tho new inventions 
*"'^**r of chiefly manufactured commodities of which the working man was hut a 
food°forc!iS consumer. As England hud then almost a monri])Dly of niannfaetuies, 
down real be miuht indeed luive got his food cheaply if mamifaetuiers had Uen allowed 
wages, to cliango their waifs freely fur corn grown abionil ; but this was proliibited 
by tho landlords wlio ruled in Parliament. 'J’he labourer's wages, so far as 
tliey were spent on ordinary fowl, weiv the equit alent of what Ids labour would 
produce on the very poor soil which was foreeil into cultivation to eke out the 
insullieient supiilies raised from the richer grounds. He had to sell his laliour 
in a market in w inch the forces of supply and demand would have given him a 
poor pittance even if they had worked freely. But he had not the full advan- 
tauc of ceoiioinic freedom; he had no effieient union witli his fellows; he had 
neither the kiiowledae of the marki't, nor tho power of hohliiiu out for a rescr\ i' 
and price, which the seller of commodities has, and he was urged on to work and 

induced t(, [[,(; jijg family work during long hours, and under unhealthy conditions. 

end'^cxeS- I’cacted on the efficiency of the working population, and thei-efore on the 
sivo work, value of their work, and therefore it kept clow n their wages. Tho employ- 
wluch ment of very young children for long hours w as no now tiling ; it had been eom- 

lowered mon in Xorwich and elsewhere even in tJie sevenleetilh century. But I lie 

tlio wage- moral and physical misery and disease caused by excessive work under bad 

po™rf conditions reached tbeir kighest point among the factory population in tho 

first ciuarter of the century. They diminished slowly during the seeond cjuai- 
ter, and more rapidly since then. 

But After the workmen had recognized tho folly of attempts to revive tlio old 

rules regulating industry, there was no longer any wish to curtail the freedom 
8j 8 cm q£ enterprise. The suflerings of the English peojilc at their worst were never 

^ Tlie tendency of indiistricB to flee away from ]jlaccH where they were over, 
regulated by tho gilds was of old atanrlhig, and luid shown ilself in the thirteenth 
century, though it was tlicn comparatively feeble, t-oo Gloss’s Olid Merchant, \ ul, 
I, pp, 15 and 52, 
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comparable to those which had been caused by the want of freedom in France afp. a, 10. 

before the Revolution ; and it w as argued that, had it not been for the strength » 

which England derived from her new indiiatries, she would probably have 
succumbed to a foreign military despotism, as the free cities bad done before 
her. Small as her population was she at some times bore almost alone the French- 
burden of war against a contpieror in control of nearly all the I’csourccs of the armies, 
Continent; and at other times subsidized laiger, but poorer countries in the 
struggle against him. Rightly or wrongly, it was thought at the time that 
Europe might have fallen permanently under the dominion of France, as she 
had fallen in an earlier age under that of Rome, had not the free energy of 
English industries supplied the sinews of war against the eommon foe. Little 
was therefore heard in com])laint against the excess of free enterprise, but much 
against that limitation of it which jirevented Englishmen from obtaining food 
from abroad in return for the manufactures which they could now so easily 
produce. 

And even trades-unions, which were then beginning that brilliant though Change 
chequered career which has been more full of interest and instruction than in tlio 
almost anything else in English history', passed into the phase of seeking little 
from authority excejit to be left alone. They had learnt by bitter experience 
the folly of attempting to enforce the old rules by which Government had 
directed the course of industry ; and they had ns yet got no far-reaching views 
as to the regulation of trade by their own aetion : their chief anxiety was to 
increase their own economic freedom by the romoval of the law’s against com- 
binations of workmen. 

§ 16. It has been left for our own generation to perceive nil the evils which People 
arose from the suddenness of this increase of economic freedom. Mow tirst are could not 
we getting to undevstand the extent to which the capitalist employer, on- 
trained to his now duties, was tempted to subordinate the w’ellbcing of his 
workpeople to his own desire for gain ; now first are we learning the importance nro the 
of insisting that the rich have duties as well as rights in tlieir individual and in evils of 
their collective capacity; now tirst is the economic prublem of the new age economic 
showing itself to us as it n-ally is. This is ji-arfly due to a wider knowledge ™ 
and a growing earnestness, lint however wise aud virtuous our grandfathers 
had been, they could not have seen things as we do; for they were hurried ntes into 
along by urgent necessities and terrible disasters.' license. 

IVe must judge ourselves by a seveivr standard. For, though England i\’c 
has recently been called on to struggle once moro for national existence, her now liavo 
powei's of production have been immensely increased ; free trade and tlic paentcr 
growth of steam communication liave euablVd a largely increased ]jo])iilation 
to obtain sullieient supjjlies of food on easy teims. Tbc average money income i.igiip,., 
of the iK'ople lias more Ilian doubled; while the price of almost all imixirtaut 
commodities except animal fixid and house-room has fallen by one-luilf or 
even further. It is true that even now, if wealth were distributed equally, the 
total production of the country would only suffice to ])rovide necessaries and 
tlio more urgent comforts for the jKoplc, and that as things are, many have 
barely the necessaries of life. But the nation has grown in wealth, in health, 
in edueation and in morality ; and we are no longer coni]x-lled to subordinate 
almost every other consideration to the need of increasing the total produce of 
industi-)'. 

In particular this inercased prosperity has made us rich and strong enough Tlie now 
to impose new restraints on free enterprise; some temporary material loss restraints 

^ III times of peace zio one ventures openly to rank money as of Ingk importance in 
com])nri6on with liuman lives ; but in the crisis of on expensive war money can always 
bo used so as to save them. A general who at a critical time saeriHecs lives in order 
to protect material, the loss of wiiirh would cause the loss of many men, is hold to have 
acted rightly, thoiigli no one would openly defend a socriHcc of soldiers' lives in order 
to save a few army stores in time of peace. 
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App. A, 17. being submitted to for the saUe of a higher and iiltiinato greater gain. But 

» these new lestraints are dilTea-nt from the old. They are imposed not as a 

T domination; but with the puniose of defending tlio weak, and 

?™tho *' ■' tsiieeially children and the mothers of children, in matters in which they are 
interests ol not ablc'to u.se the forces of competition in tlieir own defence. The aim is to 
womenaml devise, deliberately and promjitly, remedies adapted to tlie tiuickly changing 
children, cimunistanccs of inodern industry; and thus to obtain the good, w ithout the 
evil, of the old defence of the weak that in other ages was gradually evolved by 
custom. 

Ths Kven wlien industry remained almost unehanged in ebaraetcr for many 

telegraph generations together, custom was too slow in its growth and too blind to be 
and print- apply pressure only when pres.suiv was henefieial : and in this later 

mab^the stage custom can do but little g(Kid, and mueb harm. But by the aid of the 
people telegraph and the printing pivss, of re])rcsentativo government and trade 

now to a.s.'ioeiaiions, it is ])()ssib)e for the jx‘ 0 |)le to thini, out for llientsi'lves the solution 

decide on proljlcms. The growth of know ledge and self-reliance has given 

remedies' true self-conf rolling freedom, which enables (hem to impose of tlieii- 

for their o™ f''™ n'straints on their own actions; and the prublr-ms of eolleetixe 
evils. production, collective ownership and collective eon.Mimption aiv enteriiur on a 
new pliase. 

And we arc Projects for great and sudden changes are now, as ever, foredoomed to 
graduallj- fail, and to cause reaction; we cannot move safely, if we move so fast that 
to^'r^s n'together outrun our instincts. It is true that lumian 

forme of mature can be mndilied ; new ideals, new opiiortunilies and new met bods of 
collectivo action may, as history shows, alter it very much even in a few geneiations; 
action, and this change in human nature has peilmps never covered so wide an aivit 
higher and moved so fast as in the iiivsent generation. But still it i.s a growth, and 
tlie*oId therefore gradual ; and changes of our social organization must wait on it, and 
because therefore they must be gradual too. 

based on But lliougli the.v wait on it, they may always keep a little in advanoe of 
strong self, it, promoting the growth of our higher social nature liy giving it always some 
?ndi*'idu*f higher w ork to do, some jiraetical ideal tow arils w hieh to si rive. Thus 

l”y."* " gradually we may attain to an order of social life, in wliieh tlie eomiiioii good 
overrules iiidh idual eaiiriee, even mon than it did in the eai’ly ages liefore tlie 
sway of individualism had begun. But uaselfishness (hen will he the ollsiiritig 
of deliberate will; and. though added by inslinet, individual fivedoiu will 
then dcvelo]! itsi If in collective freedom ; — a lia])py contrast to the old order of 
life, in wliieh inili vidua) slavery I o custom eaii.sed eolli-etive slavery and .stagna- 
tion, broken only by the caprice of de.spotism or the eajiriee of revolution. 
America is § 17. We have been looking at this movement from the British point of 
throwing view, ifut otlii r nations aie hastening in the same diieetion. America faces 
OTi'oertaiif dilHeullies with such iiilrcpidily and directness (hat she lias 
etonomio *''''eady attaiiiisl leadership in .some eoonomie ati'airs; slie suiiplies many of the 
problems, most iiistiuelivc instances of the latest eeonomie tendeiu-ies of the' age, such 
as the (levelopiiieiit of siieculation and trade eoniljination in every form, and 
she will probably before long take the eliief part in pioneering the way for the 
rest of the world. 

Australia. Australia also shows signs of vigour, and she has indeed some advantage 
over the United States in 1 he greater homogeneity of her people. For, though 
the Australians — and nearly the same may be said of the Canadians — conic 
front many lands, and tlius stimulate one another to thought and enterprise 
by the variety of their experiences and their habits of thought, yet nearly all 
of them belong to one race : and the development of social institutions can 
proceed in some respects luoio easily, and faster than if they had to bo adjusted 
to llic capacities, the temperaments, the tastes, and the wants of jicoples who 
have little affinity with one another. 

On the Continent the power of obtaining important results by free aaso- 
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elation is less than in English-speaking countries; and in consequence there is app, a, 17. 

less resource and less thoroughness in dealing with industrial problems. But> 

their treatment is not quite the same in any two nations : and there is some- 
thing characteristic and instructive in the methods adopted by cacli of them ; 
particularly in relation to the sjjhcre of governmental action. In this matter 
Germany is taking the lead. It has been a great gain to her that her manu- 
facturing industries developed later than thaso of England; and she has been 
able to profit by England’s experience and to avoid many of her mistakes. ‘ 

In Germany an exceptionally largo part of the best intellect in tlio nation Germany 
seeks for employment under Govcmmciit, and there is probably no other has sppcitil 
Government which contains within itself so much trained ability of the highest J^eihtics 
order. On the other hand the energy, the originality and tlie daring which 
make the best men of business in England and America have but recently been in the * 
fully developed in Germany ; w Idle the German jieoplo have a gieat faculty of manage- 
ohedienco. They thus diifcr from the English; nhose strength of will makes m™t of 
them capable of thorough discipline when strong occasion arises but wlio are 
not naturally docile. The control of industry by Government is seen in its Oovem- 
best and moat attractive forma in Germany; and at the same time the special ment for 
virtues of private industry, its vigour, its elasticity and its lesomve, arc tlie people, 
beginning to be seen in full development there. In couaetiuence the problems 
of the economic functions of Government liave been studied in Gemiany w ith 
great care, and witli results tiiat may be very instructive to Englisli-.S])iaking 
people; jirovided tlicy recollect tliat the arrangements best suited for tlie 
German cliaraeter are jicrliaps not quite (bo best for tliem; since they could 
not, if they would, rival the Germans in their steadfast docility, and in their 
easy contentment with inexpemaivo kinds of food, clothing, house-room and 
amusements. 

And Germany contains a larger number than any oilier country of the 
moat cultivated members of tliat wonderful race who have been leaders of the 
world in intensity of religions feeling and in keenness of business speculation. 

In every country, but especially in llcrmany, mucli of what is most brilliant 
and suggestive in economic iiruetice and in economic thought is of Jewish 
origin. And in particular to (Icnnun Jews we owe many daring six'culatinns 
as to the oonflicTof inlercsts between the individual and sueicty, and ns to tlieir 
ultimate economic causes and their jiossible socialistic rcmedies. 

But wc arc trcncliing on tlic subject of Apfx'iidix B. Here we have seen 
how recent is tlie growth of economic freedom, and how new is the substance 
of the problem w ith w liich economic science has now to deal ; We have next to 
inquire how the form of that ]iroblem has been fashioned by the progress of 
events and tlie personal peculiarities of great thinkers. 

I List worked onl witli mucli suggestiveness tlie notion that a backwiiitl nation 
must learn its lessons not from the contemporary conduct of more foiward nations, 
but from tlicir conduct when they were in the same state in which it is now'. But, 
ns Knics w ell show s (Pofi'tiAc/ic (t'konmnie, n. 5), the growth of trade and the improve- 
ment of the means of communication are making the dec elopments of different nations 
tend to eynchroni'zc. 
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APPENDIX 

THE GROWTH OF ECONOMIC SCIENCE 

§ 1. We have seen how economic freedom has its roots in the past, but is 
in the main a product of quite recent times; we have next to trace the parallel 
growth of economic science. The social conditions of the present day have 
been developed from early Aryan and Semitic institutions by the aid of Greek 
thought and Roman law ; but modern ecnnoniie siieculations have been very 
little under the direct iiiHuence of the theories of the ancients. 

It is true that modern economies had its origin in common with other 
sciences at the time when the study of classic writers was reviving. But an 
industrial system a Inch w as based on slavery, and a philosophy which regarded 
manufacture and commerce with contempt, bad little that was congenial to 
the hardy burghers wlio were as proud of their hamlicrafts and their trade as 
they were of their share in go\ermiig tlie State. These strong but uncultured 
men miglit have gained miieli from the philosophic temper and the broad 
interests of the great tliinkers of ]iast times. But. as it was, they set them- 
selves to M ork out their ov\ n problems for themselv es ; and modern economies 
had at its origin a certain rudeness and limitation of scope, and a bias tow aids 
regarding wealth as an end rather than a means of man’s life. It.s immediate 
concern was generally with the jmblie revenue, and the effects and yield of 
taxes ; and here the statesmen of the free cities and the great enqiires alike 
found their economic problems more ui^ent and more difficult, as trade became 
broader and war more c.\pen8ive. 

In all ages, but especially in the early middle ages, statesmen and merchants 
had busied themselves w ith endeavours to enrich the State by regulating trade. 
One chief object of their concern had been the supply of the precious metals, 
which they thought the best indication if not the chief cause of material 
prosperity, whetlier of the individual or the nation. But the vov’ages of 
Vasco da Gama ami Columbus raised commercial (|UPstioiis from a secondary 
to a dominating position among the nations of \Vesterii Euroiw. Theories 
with regard to the imjiortaneo of the precious metals, and the Lest means of 
obtaining supplies of them, became in some measure the arbiters of public 
ixiliey, dictating jicace and war, and determining alliances that issued in the 
rise and fall of nations ; and at tiniis they largely influeneed the migration of 
peoples over the face of the globe. 

Regulations as to trade in the precious metals were but one group of a 
vast body of ordinana-.s, which undertook, with varying degrees of minuteness 
and severity, to arrange for each individual what ho should produce and how 
he should produce it, what he should cam and how he should spend his earnings. 
The natural adhesiveness of the Teutons had given custom an exceptional 
strength ill the early middle agos. And this strength told on the side of trade 
gilds, of local authorities and of national Governments when they set them- 
selves to cope with tho restless tendency to change that sprang directly or 
indirectly from the trade with the New World. In France this Teutonic bias 
was directed by the Roman genius for system, and paternal government 
reached its zenith ; the trade regulations of Colbert have become a proverb, 

‘ See 1. 1 , fi. 



EARLY ECONOMIC THOUGHT 


625 


It was just at this time that economic theory first took shape, the so-called 
Mercantile system became prominent; and regulation was pursued with a 
masterful rigour that had not been known before. 

As years w'ent on there set in a tendency towards economic freedom, and 
those who were opposed to the now ideas claimed on their side the authority 
of the I^Iercantilists of a past generation. But the spirit of regulation and 
restriction which is found in their systems belonged to the age ; many of tJie 
changes which they set themselves to bring about were in the direction of the 
freedom of ontoiT^risc. In particular they argued, in opposition to those who 
wished to prohibit absolutely the exportation of the precious metals, that it 
should be permitted in all cases in which the tiado would in the long run bring 
more gold and silver into the country than it took out. By thus raising the 
question whether the iState would not benefit by allowing the trader to manage 
his business as ho liked in one particular case, they had started a new tendency 
of thought; and this moved on by imperceptible steps in the direction of 
economic freedom, being assisted on its way by the circumstances of the time, 
no less than by the lone and temper of men*s minds in Western Europe. The 
broadening movement did gn on till, in the latter half of the eighteenth century, 
the time uas ri]X‘ for the doctrine that the welIlH*ing of the community almost 
always suffers ^^hcn the State attempts to oppose its own artificial regulations 
to the ‘‘ natural ” liberty of every man to manage his own affairs in his own 
way.i 

§ 2. The first systematic attempt to fonn an economic science on a broad 
basis was made in Erance about the middle of the ciglitecnth century by a 
group of statesmen and philosophers under the Icadorsliip of Quesnay, the 
noble-minded physician to Jjouis XV The corner-stone of their policy was 
obedience to Kat'uiv.® 

They were the first to proclaim the doctrine of free trade as a broad principle 
of action, going in this respect beyond even such advanced English writers as 

1 Mpoiiwhilc “ Camcralistif*' st\idios wore dovclopiiip the Bcicntiflc analysie of 
public biibineea, at first on the Ihiancml side alone ; but from 1750 onwards increaBingly 
111 repard to tbo material, as distinguished from the humon, conditions of tho wealth 
of nations. 

* Cantillon’s casa^ Sur la Mature de Commerce, wiittcn in 1755, and covering a 
wide range, liab Indood some ( lamia to bo ralloil 8>b(oniatic. It is ucutc and in somo 
rcspcclK ahead uf his time; tliuugh it now apjM'ais that lie had been anticipated on 
several important points by Nicholas Barbon, who wrote sixty years earlier. Kautz 
was ilic first to rccognizo the impoitaiico of ('uiitilloii's w'orlc ; and Jevoiis declared ho 
was the true founder of I’ohtK-al Economy. For a weU-buhinccd estimate of his place 
in economics, sec an article b) Higgs in the Quaitedy Journal oj Economics, Vol. vi. 

^ In the two pioceding contuiies writers on economic questions had continually 
appealed to Naluro ; cucli disputant claiming that liis Bclieme w'as more natural than 
that of others, and the philosophers of tho eighteenth century, some of whom exercised 
a groat influonco on economics, wore wont to find tho standard of right in conformity 
to Nature. In jiurticulur Locke anticipated much of the work of the French economists 
in tho general tone of Ids appeals to Nature, and in some impoitant details of his 
theory. But Quesnay, and tho other French economists who worked with him, were 
drawn to tho pursuit of natural laws of social life by several forces in addition to those 
which wore at w’ork in England, 

Tlio luxury of the French court, and the privileges of tho upper classes which were 
ruining France, showed tho worst side of an artificial civilization, and made thoughtful 
men yearn for a return to a more natural state of society. Tho lawyers, among whom 
much of tho best mental and moral strength of tho country w'as to bo found, were 
full of tlio Law' of Nature which had been developed by the Stoic lawyers of the later 
Roman Emjure, and as tlio century wore on, tho sentimental admiration for the 
“ natural " life of tho American Indians, which Rousseau had kindled into flame, 
becan to influence tho econondsts. Before long they wore called Physiocrats or 
adherents of tho rulo of Nature; tins iiamo lioing derived from the title of Uupont de 
Nemours^ Vhysiocrutie ou ( 'ons/ilution Aaturclle du Gouvernement le plus avaniaffeux au 
Genre Humain published in 17G8. It may bo mentioned that their enthusiasm for 
agriculture and for the naturalness and simplicity of rural life was in part derived from 
their Stoic masters. 
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ATF. B, 3. Sir Dudley North ; and there was much in the tone and tem])('r of tlieir treat- 

* inentofpolitical and aoeial questions which was prophetie of a later a;;e. They 

frll however into a confusion of thought which was cjoimnim even amoiif' 
scientific men of their time, but which has been banished after a lone slrumde 
from the plysical sciences. They confused the ethical principle of eonfornnty 
to Nature, which is expressed in the imperative mood, and prescribes certain 
lajps of action, with those causal laws wliich science discovera by interreijaliiie 
Nature, and which are expressed in the indicative mood. For this and other 
reasons their work has but little direct value. 

They But its indirect influence on the present position of economics has bn ii 

gave to very great. For, firstl}', tho clearness and logical consistency of their argu- 
eoonomies njents have caused them to exercise a great influence on later thought. .-Vnd, 
nVlMtliro- secondly, the chief motive of their study was not, as it had been w il h mo-.t of 
pic tone, their predecessors, to increase the riches of merchants and till tho exelunpiei s of 
kings; it was to diminish the suffering and degradatiuu whieh was causid by 
extreme poverty. They thns gave to economies its modern aim of seeking 
after such knowledge as may help to raise the quality of human life. '■ 

Adam § 3- The next great step in advance, the greatt'sl step that economies has 

Smith's over taken, was the work, not of a school but of an individual. Adam Smith 

genius. nns not indeed the only great hlnglish economist of his time. Shortly before 

ho wrote, important additions to economie theory had been made by Hume 
and Steuart, and excellent studies of economic facts had been piibli-.lied in- 
Anderson and Young, But Adam Smith's breadth was siiiiieient to iiielude all 
that wa.s best in all his contemporaries, French and Knglish ; and. though he 
undoubtedly borrowed much from others, yet the more one eonqiares him w ith 
those who wont before and those who came after him, tho finer does his genius 
appear, the broader his knowledge and the more well-balanced his judgment. 

He resided a long time in France in jx-rsoiml converse with the Fiiysioerats ; 
he made a careful study of the English and French philosophy of his t ime, and 
ho got to know tho worhl practically by wiile tiiivel and by intimate association 
with Scotch men of business. To these' advantages he added unsin passed 
powers of observation, judgment and reasoning. The result is tlmt whereviT 
he differs from Ins predecessors, he is more nearly right than fliey; wiiilo 
there is scarcely any economic truth now known of which he did not get simie 
glimpse. And since lie was the first to wrilo a treatise on wealth in all its 
chief social respects, he might on this ground alone have a claim to be regarded 
as the founder of modern eeonomics.- 

1 Even the gv'nerous t'auhan (wiitinc in 1717) fmel to npulogi/e for his, m 

the wcllheing ot the people, arguing that to eiu-K-li them was tlie onl> way to iiue h 
the king — I'aiures pa^suns, pauvre Kuyaiinie, pauvie Itoy.uime, jiauvre Uoi. Hu 
tlie other hand Loeke, who exeniwsl a gieat mnuinee over .tdani Smith, .imieipatiii 
the anient philanthropy of the I'Iijskm i.»ts as he did also some ol thin pei iilair 
economic opinions. 'I lieir favuuiite phrase pun, tai&ur all* r, is eoiimionl} 

nuaup]ilied now. Laii>!,iz juitt means that ainone shonld Iji allowed to iiiake what 
tliLugs he likes, and as he likes; that all tnides .shuiilil In- open to evervhoil,v ; Ih.it 
tiovernment blioiild not, as the t’ulheitlsts iiusistid, jjieserilie lo maiiii'faetiin rs tin* 
fashions of their clotli, LaiSM r alltr (or /ario j j iiieiiiis lliat per-ons and goods shoiilil 
be allowed to travel freely from one |il.ue to luiother, mid espL‘eiiill\ fioiii oin* ilislin t 
of France to another, w-ilhoiit being suhpst to toll.- anil taxes and vex.itioiis regiil.i- 
tioDS. It may bo noticed that lauzer alter was the aignaJ used in tJie .Vliddie .Agi s hy 
tho Marshals to slip the leash from the eonilmtants at a tournament. 

Comiiarc the short but weighty statement of Adam Kiiiith’s claims to siipremaey 
in VVagner’s Orundle^ung, Ed. 3, pp. 6, ole. ; olso JIashaeh’s L'nUraucltmigen alter Aituni 
Smith (in which the notice of the influence of Dutch thought on both 
English and French is of special interest); and L. L. i’riec’a .Idom Smith ani hie 
nlalium to Recent Eeonomice in iiio Economie Journal, Vol. iii. Cunningham, Ut^tiiiy, 
I 30G, argues forcibly that " Ills great aeliievomcnt lay in isolating the oonecption of 
national wealth, while previous writeis had treated it in eonseions siihoislinatioii lo 
national power"; hut perhaps each half of this eontr.ist is ilraw-n with too sharp 
outlines. Cannun in his Iniiodiietton to the Leetaiea of .Ic/oni Smith, shows the 
importance of Hutcheson's influeiieo on him. 
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But tlio area which ho opt'iied up was too vast to bo thoroughly surveyed Arp. b, 3. 

by oni' man ; and many trutlis of whioli at tiiiws he caught sight escaped from ' 

his view at otlicr times. It is thcroforo possible to quote his authority in 
support of many errors; though, on examination, he is alwa 3 's found to bo 
working his way towards flie trutli.^ 

He developed the Ph j-sioeratic doctrine of h’ree Trade with so much practical He greatly 
wisdom, and with so mucih knowledge of the actual conditions of bu.siness*as developed 
to make it a great force in real life; and he is most widely known both here Jj^ne of 
and abroad for his argument that Government generally does harm by inter- trade 
fering in trade. Wliih' giving many instances of the waj’S in which self- 
interest ma\’ lead the individu.al trader to act injuriously to the community, 
ho contended that even when Ooverinnent acted with the best intentions, it 
nearly always served the public worse than the enterprise of the individual 
trader, however scillish he might h.apj)pn to be. So great an impression did he 
make on tla; world by his <lefenee of this doctrine that most German writers 
have it cliielly in vii w wheii they s|x-.ak of Nmilhiaiiis'is.^ 

But after all. Ibis was not his ehh'f work. His chief work was to combine but his 
and develop the apeeulalions of his French and Knglish contemporaries and cldrf work 
predecessors as to value. His highest (Jaim to have made an epoch in thought 
is that he w-is the first to make a caivftil and scientific inquiry into the manner 
in which value measures human motive, on the one side measuring the desire value a 
of purch.asiTS to obtain wealth, and on the other the efforts and sacrifices (or common 
“ Real Cost of Pitjductinn ”) undergone by its producers.® centre 

Possibly the full drift of what ho wtis doing was not seen by him, certainly 
it was nut [xu'ceived by many of his followers. But for all that, the best 
economic work which came after the WtiiHh nf Sal ions is distinguished from scieuco. 
that which went before, by a cleater insight into the balancing and weighing, 
by means of money, of the desire for the possession of a thing on the one hand, 
and on the other of all the various efforts and self-denials which directly and 
indiuetly contribute towards making it. Important as had been the steps 
that others had taken in this direction, the advance made by him was so gn-at 
that he really oiicned out this new point of view, and by so doing made an 
e]X)i’h. In tliis he and the economists, who went before and came after him, 
were not inveiiting a new aeadeiiiie notion; they were merely giving definite- 
ness and precision t<i notions that .W' familiar in common life. In fact the 

* For lio liml iiol (|ni(o lid of tlio cunfnijion prc'vnient in Ins timo 

bctwciMi tin* laws of <‘f‘oiioinic srii'iin* aii’l tin* ethical of conformity to iiatiire. 

“ Xtiliirtil ” >villi liim stMUftiiru’.t lucnns tlmt wiiirh thccxislinc forces iietuullyproduco 
or ti'iitl (o pruiluci*. kuiiii ' times (lint avImcIi his own hiiiiuiii mitiiro makes him wish that 
tlipy slioiiUl proihicc*. hi the same wiiy, lu* sometimes le^anla it os the provineo of the 
L'coruimisl to cNpoimd ii science, aiul at ullit-rs tu st't fortii ti part of the nrt of ^overii> 
meiil. Jhit lotisi' us his often is, we liiitl on closer study that ho liiinaclf 

knows pretty u<‘ll what lit* is about- \\ hcii lie is seekiiiii for causal laws, that is, for 
laws of noliiri’ in tlie modern use* of the term, he us<*s scientific methods; and when ho 
utters practical preceiils In* ^ieiierally know that he is only expressing his own views of 
what ou;;hl to be, eviii w lieu he seems to clniiu the uiithoiity of nature for them. 

^ The popular use of this term in tiennany implies not only that Adam Smith 
thouslit that free play of individual inleresis would do morc for tho public weal than 
(luvc'rnmeut inlerfcreuce could, but fiuther tlmt it almost olwnya acted in tho ideally 
best way. But tho loading Ciermaii cconomistenre well aware that he steadily insisted 
on the frequent o]i]>osit ion tlmt there is lietwcen privato interests and the public good : 
and tho old use of tlio term SmithianinmuM is becoming disereditod. Seo for instance a 
long list of such conflicts quotctl from tho Wealth oj Saiiom by Knios, PoUtiacht 
(Ektwomk, eh. iii. § Sco also Feilbogen, ISmith und Turgott and Zeyss, Smith und 
der Eitjennutz. 

® 'I'lio I'clotioiis of A'aliio to Cost of I’rodiiction had been indicated by the Physio* 
erats and hy many earlier writers, among whom may be montionod Harris, Gantillon, 

Locke, Bnrbon, Betty; and even Hobbes who hinted, though vaguely, that plenty 
depends on labour ami nbstimmeo applietl by mnn to working up and accumulating 
the gifts of nature by laud and by sea — prm'fntm terra* et aquas, labor et parsimonia. 
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App. B. 4. ordinary man, without analytical habits of mind, is apt to regard money as 

‘ measuring motive and happiness more closely and exaetly than it aotiially 

does ; and this is partly because he does not think out the manner in which 
the measurement is effected. Economic language seems technical and less 
real than that of common life. But in truth it is more real, because it is more 
careful and takes more account of differences and dilficultios.^ 

The study «§ 4. None of Adam Smith's contemporaries and immediate successors liad 
of facts, a mind as broad and well balanced ns his. But they did excellent work, eacli 
giving himself up to some class of problems to which he was .ittrncled by the 
natural bent of his genius, or the special events of the time in whicli he wrote. 
During the remainder of the eighteenth century the chief economic writings 
were historical and descriptive, and boro upon the condition of tlie workinii 
classes, especially in the agricultural districts. Arthur Vnung contimieil tlie 
inimitable records of his tour, Eden wrote a history of the ixjor which has 
served both as a basis and iis a model for all succeeding historians of iiidiislry ; 
while Maltlius showed by a careful investigation of history what were the 
forces which liad as a matter of fact controlled the growth of ])opulation in 
different countries and at different times. 

Bentliam’s But on the whole the most influential of the immcdiiito successors of 
opposition Adam Smith was Bentham, He wrote little on economics himself, but he 
to custom- tenvards setting the tone of the rising school of Englisli economists 

tim”on*°' beginning of the nineteenth cenluiy. He was an iincompromising 

trade for logician, and averse to all restrictions and regulations for which no clear iva.son 

which no could be given ; and his pitiless demands that tliey should justify their existence 

valid received support from the eircuinstanees of the age. J'lngland liad won iier 

coVldbe unique position in tlie world by her quickness in adapting lierself to every new 

given, economic movement; while by their adlicrcncti to old-fashioned way.s the 

greatly nations of Central Europe had been prevented from turning to account th'dr 

influcucod great natural resources. The business men of England tliereforo wciv inclined 
Englisli tQ t)]ink that the influence of custom and sentiment in business affairs was 

early harmful, that in England at least it had diminished, was dimiiiisliiiii'. and 

in lust would soon vanish away : and the dLsciples of Bentliam were not slow to 

century, conclude that they need not concern themselves miicli aliout ciislijiii. It was 

enough for them to discuss the tendencies of man's action on the siqipositioii 
that everyone was always on the alert to lind out wliat course would best 
promote his own interest, and was free and quick to follow it.® 

Tlicro is then some justice in the changes fretiuenlly brought against tlie 

1 Adam Smitli saw clearly tliat uliilc oeoiioinic seience meat lie based on a stud} 
of facts, tlie facts are so complex, tlmt they geiieriilly eiui teaeli iiolliiiie doeet!} ; 
they miiat lie iiiterpreteil by enrefiil reiisoning and tiiiiilyais. .And us Hmne said, llie 
It'eahA of XotioiiH "is su raueli illiistriited witii eiiriuiis facts tlint it iiilist tale' the 
public attention.'' 'i'liis is exactly wiiat .\diim .Siiiitli did : be did nut I'ery ul’leii 
jaovc a conelnsioii iiy detailed izahietiuri. Ttie data of Ids proofs uere cidefli' ini ta 
that were witliin overyoiie'B kiiunicilge, facts iiliyaieul, inenlal and iiioral. ihit lie 
illiiatratixl ids proofs liy curious and iiislnietive fiiels; he thus gave llieiii life iind 
forte, and made liisreuiiersfeeJ that they werodealjiig uitli jirobiems of tho I'caJ u orJil, 
and not witli ubstriwtiuii; and Iiia hook, tliuiigh nut well arninced, is a model of 
mothotl. The supremacy of Adam Smitli unit of Kieardo, eneli in Ids own u ay, is well 
set fortli by I’rof. Nieijolsou in T/ie Vambridyn ilndtim IUntory^ \’oJ. x. eli. x.xjv. 

® Another way in whicli tio influenced tlie young economists around 1dm was 
through his passionate desire for aeeiirity. He was indeed an ardent reformer. Ho 
was DU enemy of all artificial distinetiona between diiTerent elnsses of men ; lie tieclared 
witli empliasis tliat any one man's happiness was as important us any Ollier’s, and 
that tlio aim of all action should ijo to iiiensiso tlic sum total of happiness; lie ad- 
mitted tliat other things being etjual lids sum total would he tlio greater, the more 
Gipially wealth was distributed, Nevertlicless so full was Ids inind of tlio terror of the 
Freiieli revolution, and so great were tlio evils wliieli lie attrilniled to tlio smallest 
attack on security tlmt, daring analyst as lie wae. he felt Idmself and he fo.slered in his 
disciples an almost superstitious revereneo for tlio existing institutions of privalo 
property. 
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English economists of the beginning of last century, that they neglected to app. b, 6. 

inquire with suflicient care whether a greater range might not he given to * 

colloctivc ns opposed to individual action in social and economic affairs, and 
that they exaggerated the strength of competition and its rapidity of action : 
and there is some ground, though a very slight one, for the charge that their 
work is marred by a certain hardness of outline and even harshness of temper. 

These faults uere partly due to Bentham’s direct influence, partly to the spirit 
of the age of which he u as an exponent. But they were partly also due to the 
fact that economic study had again got a good deal into the hands of men 
whose strength l.ay in vigorous action rather than in philosophical thought. 

§ 5. Statesmen and merehants again throw themselves into problems of Jlony of 
money and foreign trade with even more energy than they used to do when whom had 
these questions were first .started in the earlier period of the great economic a bias 
change at the end of tlie Middle Ages. It might at first sight seem probable 
that their enntaet with real life, their wide experience, and their vast knowledge ralization." 
of facts would have led them to take a wide survey of human nature and to 
found their i-easonings on a broad basis. But the training of practical life 
often leads to a too rapid generalization &om personal ex^xTienoe. 

So long as they w ere well w ithin their own province their work was excellent. Their work 
The theory of currency is just that part of economic science in which but little was excel- 
harm is done by neglecting to take much account of any human motives except 1™* so long 
the desire for wealth; and the brilliant school of dctluctivc reasoning, which 
Ricardo led, was here on safe ground.^ money 

Tlio economists ni'xt addressed themselves to the theory of foreign trade and foreign 
and cleared away many of the flaws which Adam Smith had left in it. There trade, 
is no other jiart of economies, except the theory of money, which so nearly falls 
w ithin the range of pure deductive reasoning. It is true that a full discussion 
of a free trade policy must lake account of many considerations tliat are not 
strictly economic; but most of these, though important for agricultural coun- 
tries. and esiweially for new countries, had little bearing in the case of Englond. 

During all this time the study of economic facts was not nogleeted in nor did 
England. The statistical studies of Petty, Arthur Young. Eden, and others they 
were ably continued by Tooke. McCulloch and I’orter. And though it may be 
true that an undue praminencx* is given in their writings to those facts which ° 
were of direct interest to mercliants and other capitalists, the same cannot be 
said of the admirahle series of Parliamentar)' inquiries into the condition of and 
the working ela.sses, which were brought about by the influence of the econo- inquiries 
mists. In fact, the public and private colleetions of statistics and the economic 

' He is oltra spoken of as a representative Englislininn : but tliis is just what he 
was not. His strong eoiistruelive originality is tlie maik of tlic liighost genius in all 
notions. Hut iiis aversion to indvietious and ids deliglit in abstract reasonings aro 
due, not to his ihiglisli ediientiou, l)ut, ns Hagehot points out, to his Semitic origin. 

Nearly every lir.ineli of the Semitic rare liaa liad some special genius for deuling with 
abstraetions, ond several of tliein liuve liod a bios towards tho abstract colculationa 
connected iiitli tlie Undo of money dealing, ond its modern developments; and 
Rienrdo’o poiii-r of tlireiiding ids way witlioiit slip tiirougii intricate patlis to new and 
iinc-xpcelcfl results liiis nevi r lioeii siirpasaed. Hut it is dillicult even for on English- 
man to follow Ills ti.wk; niid ids foreign eritirs have, ns n rule, failed to detect tlie real 
drift and jiiirpose of his work. For lie never explains liimsell : he never show's what 
ids purpose is in w orking first on ono liypotlicsis and then on another, nor how by 
properly lomldiiing tlie results of Ids different hypothesis it is possible tq cover a great 
variety of jiraetieni questions. He wrote originally not for publication, but to clear 
away tlie doubts of Idmself, and jiorliaps a fow frienda, on points of apocial didiculty. 

'J'liey, like Idnisclf, wore men of alluire with a vast knowledge of tho facts of life : and 
tills is one cause of ids preferring broad prtnciplea, consonant with general experience, 
to particular indiietions from select groups of facts. But his knowledge was one- 
sided : he uiulerstood the moreliaiit, iiiit not tlio working man. His sympathies 
however were w'ltli tlio w'orking man ; and ho supported ids friend Hume in tho defence 
of the riglit of the working men to combine for mutual aid in the aamo way aa their 
employers were able to do. Compare Appendix I below. 
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histories that were produced in England at the end of the eighteenth century 
and the beginning of the nineteenth, may fairly be regarded as the origin of 
systematic historical and statistical studies in economics. 

Novertholess there was a certain narrowness in tlieir work ; it was truly 
historical ; but for the greater part it was not “ comparative.” Hume, Adam 
Smith, Arthur Young and others had been led by their own instinetive genius 
arJ the example of Montesquieu occasionally to enmpare social facts of dilleieiit 
ages and different countries, and to draw lessons from the eompaiisnn. But 
no one had grasped the notion of the comparathm sttidy of history on a sys- 
tematic plan. In consequence the wTiters of that time, able and earnest as 
they were in their search for the actual facts of life, worked latlier at liajiliaz- 
ard. They overlooked whole groups of facts which wo now sec to be of vital 
importance, and they often failed to make the best use of those uliicb they 
collected. And this narrowness was intensified u hen they pns.sed from the 
colloetion of facts to general leasonings about them. 

§ 6. For the sake of simplicity of argument, Kicardo and his fol lower s often 
spoke as though they regarded man as a constant quantity, and tiiey never 
pave themselves enough trouble to study his variations. The people uhoin 
they knew most intimately were city men; and they sometimes expressed 
themselves so carelessly as almost to imply tliat other Englislimcn were very 
much like those whom they knew in the city. 

They were aware that the inhabitants of other countries had peenliarities 
of their own that deserved study; but they seemed to regard such dilTerences 
ns superficial and sure to be remoTOd, as soon as other nations liad g(jt to know 
that better way which Englishmen were ready to teach them. Tlie same bent 
of mind that led our lawyers to inqxisc English civil law on the Hindoos, led 
our economists to work out their theories on the tacit supposition that tlie 
world was made up of city men. And though this did little harm so long as 
they were treating of money and foreign trade, it led them astray as to the 
relations between the different industrial classes. It caused tliem to siieak of 
labour ns a commodity without stajdng to throw themselves into tlie point of 
view of the workman ; and without dwelling upon the allowances to he made 
for his human passions, his insi incts and habits. Ids s.vi»)>atides and not ipal hies, 
his class jealousies and class adhesiveness, his want of knowledge and of Hie 
opportunities for free and vigorous action. They therefore attributed to tlie 
forces of supply and demand a much more mechanical and regular art ion tlian 
is to be found in real life : and they laid down laws w ith regard to profits and 
wages that did not really hold even for England in their ow n time.’- 

But their most vital fault was that they did not see how liable to cliango 
are the habits and institutions of indusliy. In particular they did not see 

I Ab regunls wages ttiere were even some lugieal erroit. in tlie roiiLlubioiis they 
deduced from their own jiremisses. These errors when triired bnek to tlieir oiigm me 
little more tliuri enreiess modes of expression, ihit tiiey wore Bi-i/.eil uiioii eiigi liy 
hy those who eared litlle for tho seientilic study of eforioiiiies, and (.nied only lo quote 
its doctrines for llio purpose of kcejiiiig the woiking eliisscs iii tin ir pliiee; ,inil perliaps 
no otlier great seliool of ttiinkers h.is ever suflered so nun li fioiii tlie way iii wliieli 
its ■* parasites ” (to uso a term that is commonly appherl to them in (ieini.uo ), pin- 
fessing to simplify economic doctrines, really cnuiieialerl Lliein without the toiniitinns 
required to make them true. Miss Marlmeau gave some colour to these stiiteinents hy 
her vclwment wTitings against tho Factory Acts : and Senior also w rote on the samo 
side. But Miss 3Iartincau was not an economist in the jirojior sense of tho w onl : 
she confessed that slio never read moro than ono chapter of an economic hook at n 
time before writing a story to illustrate economic ]}i'iiiciplea, for fear thii pressure on 
her mind should be too great : andbeforoherdeath siio expressed a just doidit whether 
tho principles of economics (as understood hy her) had any validity, benior wrote 
against tho Acts when Jie iiad only just begun to study economics : n few j curs later 
he f omially reeanted his opinions. It hog sumelinies been said that MeCiilloeli was nn 
opponent of the Acts; but in fuc-t ho heartily supported them. Tooko was tiio chief 
of tho Biih-Comniissioiicrs, wliusu roiiort on the employment of women uiid chiidren 
in the mines, roused public opinion to dccisivo action against it. 
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that tho poverty of the poor is the chief cause of that weakness and ineffl- app. b, 7. 

ciency which are the causes of their poverty : they had not the faith chat * ; 

modern economists have in the possibility of a vast improvement in the '^•'y 'ivl 
condition of the workins classes. eMuih 

Tho perfisctibility of man had indeed been asserted by the socialists. But for the 3e- 
their views were ba,sed on little historic and scientilio study; and were ex- pondence 
pressed with an extravajeanco that moved the contempt of the business-lj/ce man’s 
economists of the age. The socialists did not study the doctrines which they '>*’a™ter 
attacked ; and there was no diffioully in showing that they had not understood a^cum. 
the nature and eilicieney of tho existing economic organization of society, stanoea 
The economists therefore did not trouble themselves to examine carefully any The 
of their doctrines, and least of all their sjKCulations as to human nature.^ Socialists. 

But tho soeialists were men who had felt intensely, and who knew something 
about tho hidden sidings of human action of which the economists took no 
account. Buried among their tvild rhapsodies there wore shrew'd observations 
and pregnant suggestions from which philosophers and economists had much 
to learn. And gradually their influence began to tell. Corate’s debts to 
them were very great; and the crisis of John Stuart Mill’s life, as he tells us 
in his autobiography, came to him from reading them. 

§ 7. When comparing the modern view of the vital problem of the Distribu- Tlio 
tion of wealth with that which prevailed at the beginning of last century wc growing 
have found that, over and above all changes in detail and all improvements in tendency 
seientific accuracy of re.raoning. there is a fundamental change in treatment; economists 
for, while the earlier economists argued as though man’s character and effl- to take 
eienoy were to be legarded as a fixed quantity, modern economists keep con- account 
stantly in mind the fact that it is a product of tho circumstances under which ®i,tl>o, 
he has lived. This change in tho point of view of economics is partly duo to phability 
the fact that the changes in human nature during tho last fifty years have been natme**” 
so rapid as to force themselves on the attention; partly to the direct influence 
of individual witers, socialists and others ; and partly to tho indirect influence 
of a similar change in some branches of natural science. 

At Ihe beginning of last century the niathematico-physical group of is partly 
sciences were in the .•mcendant ; and these sciences, w idely as llicy differ from due to the 
one another, have tliis point in eonumm, that their subject-jiiatter is constant Influence of 
and unchanged in all eoiiiiiiics and in all ages. The jmigress of science was 
familiar to men's minds but the development of the subjeet-inattcr of science 
was strange to Ihcni. As the century' wore on, the biological group of sciences 
were slowly making way, and peoifle were getting clearer ideas as to tho nature 
of organic growlli. They were learning that if the subjcct-mattor of a science 
passes through tliffcrent stages of development, the laws which apply to one 
stage will seldom apply wilhont inoelificiilion to others ; tho laws of the science 
must haa-e a de veln])ment oonvspondiiig to t luit of tho things of which they treat. 

Tho influence of tliis new notion gradually spread to the sciences which relate 
to man ; .and showed itself in the works of (foctho, Hegel, Comte and others. 

At last the specnlalioiis of biology made a great stride forwards: its 
discoveries fascinated the .attention of tho world as those of physics had 
done in earlier yeans; and there was a marked change in the tone of the 
moral and historical sciences. Kconomics lias shared in tho general movement ; 
and is getting to pay every year a greater attention to the pliability of human 
nature, and to lire way in which tho oiiaraclcr of man affects and is affected 
by the prevalent methods of tho production, distribution and oonsnmption 


^ A partial oxcoption miiat hr made for Mellhiis, wliose studies of population wore 
suggested by Ciodvviii's essay. But lie did not pro^Krly belong to tho Ricardian school 
and ho was not n man of busim^ss. Half a century later Bastiat, a lucid writer but 
not a profound thinker, maintained tlic extravagant doctrine that the natural organiza* 
tion of society under tho influence of competition is tho best not only that can bo 
practically effected, but even that can bo theoretically conceived. 
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of wealth. The first important indication of the new movement was seen in 
John Stuart Mill’s admirable Printiples of Political liconomy.^ 

Mill’s followers) have continued his movement away from the position 
taken up by the immediate followers of Ricardo ; and the human as distin- 
guished from the mechanical element is taking a more and more prominent 
place in economics. Not to mention writers yet living, the nrsv temper is 
sljpwn in Cliffe Leslie's historical incpiiries, and in the many-sided work of 
Bagohot, Caimes, Toynbee and others : but above ali in that of Jevons, which 
has secured a permanent and notable place in economic history' by its rare 
combination of many various qualities of the highest order. 

A higher notion of social duty is spreading everywhere. In Parliament, 
in the press and in the pulpit, the spirit of humanity speaks more distinctly 
and more earnestly. Mill and the economists who have followed him have 
helped onwards this general movement, and they in their turn have been 
helped onwards by it. Partly for this reason, partly in consequence of the 
modem groAvth of historical science, their study of facts has been broader ami 
more philosophic. It is true that the historical and statistical w ork of .some 
of the earlier economists has seldom if ever been suqiassed. But much infor- 
mation, which was beyond their reach, is now accossiblo to everyone; and 
economists who have neither McCulloch’s familiarity with practical business, 
nor his vast historical learning, are enabled to get a view of the relations of 
economic doctrine to the true facts of life which is both broader and cleaivr 
than his. In this they have been helped by the general im])rovement which 
has taken place in the methods of all sciences, including that of history. 

Thus in every way cconoinic reasoning is now more exact than it was : 
the premisses assumed in any inquiry arc stated with more rigid pit'oision than 
formerly. But this greater exactness of thought is partly deatructive in its 
action;' it is .showing that many of tho older applications of general rca.soning 
were invalid, because no care had been taken to think out all the assumptions 
that wore implied and to sec whether they could fairly bo made in the special 
ca.scs under discussion. As a result, many dogmas have been destroyed which 
appeared to bo simple only because they were loosely expressc'd; but wliieli, 
for that very reason, scrvi-d as an armoury with which partisan disputants 
(chiefly of the capitalist class) have cquipiK-d tliemoclves for the fray. Tins 
destructive work might appear at first sight to h.ave dirainislicd the value nf 
processes of general reasoning in economics : but really it lias bad the op})ositc 
result. It has cleared the ground for newer and stronger maclunery, which is 
being steadily and patiently built up. It has enabled us to take broader views 
of life, to proceed more surely though more slowly, to be more scientific and 
much leas dogmatic than those good and great men who bore the first brunt of 
the battle w itb the difficulties of economic problems ; and to w hose pioneering 
work we owe our own more easy course. 

The change may, perhaps, be regarded as a passing onward from tliat early 

' James Mill lisd oliieaterl his son in the straitnat tem-fsof Beritlinrn anil Rienrdo, 
and had implantod in his mind a zeal for cirnrness and detinni'nesp. .\ud in ISIIO 
John Mill wrote on essay on economic method in width he pioposetl to pi\e meieiisetl 
sharpness of outlines to tho abstraetioiis of the srienee. lie fneed liiennln’s tarit 
assumption that no motive of action except tho desire for wealtli net tl bo niiieli t un- 
Bidereu by tlic economist ; he held that it was dangerous so long as it was not ilistiiietly 
stated, but no longer; and he half promised a treatise which should be ddiherately 
and openly based on it. But ho did not redeem tho promise. A cliange had come 
over histone of thought and of feeling before ho published in 1848 his great economic 
work. ^ Ho called it Princij^i'i of PoHtiral Eroaomy, leith somr of their ppIiratio»s 
to Social Philosophy [it is riignideant tliat ho did not sny to other branches of Social 
Philosophy ; comp. Ingram's History, p, 154], and ho made in it no attempt to mark 
off by a rigid lino those reasonings which assume that man’s solo motive is tlie pursuit 
of wealth from those whirl] do not. Tho change in his attitude was a part of the great 
changes that w'oro going on in the world around liim, though he was not fully aware 
of thoir influence on himself. 
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stage in the dcyeiopmcnt of scientific method, in which the operations of afp. b, 8. 

Nature are represented as conventionally simplified for the purpose of enablings 

them to bn dnserihed in short and easy sentenees, to that bighor stage, in whieh 
they are studied more carefully, and represented more nearly as they are, even 
at the expense of some loss of simplicity and definiteness, and oven apparent 
lucidity. And in consequonce general reasoning in economics has made more 
rapid progress, and established a firmer position in this generation in which 
it is subject to hostile criticism at every step, than when it was at the height 
of its popularity and its authority was seldom challenged. 

So far we have looked at recent progress from the point of view of England 
only : but progress in England has been only one side of a broader movement 
which has extended over the whole western world. 

§ 8. English economists have had many followers and many critics in french 
foreign countries. The French si'hool has had a continuous development econo- 
from its own great thinkers in the eighteenth century, and has avoided many 
errors and confusions, particularly with regard to wages, w'hich have been 
common among the second rank of English economists. From the time of 
Say dowmvards it has done a great deal of useful work. In Cournot it has had 
a construetive thinker of the highest genius ; while Fourier, St. Simon, Proud- 
hon and Ijouis Plano have made many of the most valuable, as well as many 
of the wildest suggestions of Socialism. 

The greatest relative advance during recent years is perhaps that which American 
has been madi‘ by America. A generation ago, the “ American school ” of School, 
economists was supposed to consist of the group of Protectionists who followed 
Carey’s lead. Put new schools of vigorous thinkers arc now growing up; 
and them arc signs that America is on the way to take the same leading posi- 
tion in economic thought, that she has already taken in ei'onomie practice. 

Economic science is showing signs of renewed vigour in two of its old 
homes, Holland and Italy. And more especially is the vigorous analytical 
work of the Austrian economists attracting much attention in all countries. 

But on the whole the most important economic work that has been done German 
on the Continent in recent times is that of Cermauy. While recognizing the econo- 
leadership of Adam Smith, the (lerman economists h.ave boon irritated more "“'sts- 
than any others by what they have regarded .as the insular narrowness and 
self-confidence of tlie Ricardian school, pi particular they resented the way 
in whieh tlic English advocates of free trade tacitly a.ssumed that a proposition 
which had been estahlishcd with regard to a manufacturing country, siicli as 
England was, could be carried over without modification to agricultural 
countries. The brilliant genius and national enthusiasm of List ovcrthri-w List, 
this presumption; and showed that the Ricardians had taken hut little 
account of the indirect clfccts of five trade. No gre.at harm might bo done 
in neglecting them so far as England was concerned; bccauso there they were 
in the main beneficial and thus added to the strength of its direct eHects. 

But ho showed that in Clermany, and still more in America, many of its in- 
direct effects were evil ; and ho contended that these evils outweighed its direct 
benefits, liany of his arguments wen- invalid, but some of them were not; 
and as the English cconomi.sts scornfully refused them a patient discussion, 
able and public-spiriled men, impivasi'd hy the force of those which were 
sound, acquiesced in the use for the purposes of popular agitation of other 
arguments which were unscientific, but which appealed with greater force to 
the working classes. 

American manufacturers adopted List as their advocate : and the be- 
ginning of his fame, os well as of the systematio advocacy of protectionist 
doctrines in America, was in the wide circulation by them of a popular treatise 
which he wrote for thom.^ 

’ It lias already Lx^cn observed tluit List overlooked the tondoiicy o£ modem inter- 
communication to make the dovolajiinent of different nations synciironize. His 
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The OermanB are fond of savin}! that the Phjsiofrats and the sfhonl of 
Adam Smith underrated the importance of national life; that thev tended to 
saerifice it ou the one hand to a 'rf-lfish individualism and on tiie other to a 
limp philanthropic cosmopolitanism. They nrg<' that List did oreat service 
in pfiniulatin" a feclinp of patriotism, which is rnon* uciicmu.s th.rn that of 
inilividiialisin, and more sturdy and definite than that of cosinoprjlitanisin. 
It may he doubted whether the fsKiiiopolitan sympathies of the Physiocrats 
and of the Enalish econoiiiists ha\c W-n as stroiicas the flermans tliiiil:. But 
there is no ipjestion that the n-eent political hiftory of (iemjaiiy has iiifiiienrf tl 
the tone of her tcoiiomisfs in the dircethui of nationalism. Surrounded hy 
pfjwerful and aeeres.sive armie.s Oermany can e.vist only hy the aid of an 
ardent national fcelinK; and fierman writers have insisted caL'erlv. js-rliaps 
too eam-rly. that aifruistic fcelines have a more limit'd seo|»' in tlie cennnniic 
relations between countries than in those between individuals. 

lint though national in their sympathies, tlie Gennans are nobly interna- 
tional in their studies. They have taken the lead in the "■ eonijiarathr' " 
study of eeoiioniic. us well a.s of peneral history. Thr-y liave brouelit sitle hy 
side the social and industrial phenomena of dilfcrent countries and of dith n nt 
iij!e“: have so arranged them that they throw lijht upon and interpret eiie 
another, and have studied them all in connection with the sueiKsstiti- history 
of jurift]irudeiiie.' Tlie work of a few meinhcrs of this school is tainted by 
e.vaeeeration, and even by a narrow contempt for the reasonings of the 
Bieiirdian FehfXil, the diift and purpose of wliidi they have theni-'lves fiih il 
to undenstaiid : and tide has led to much bitter and dreary eoiitroMUsy. But 
with scarcely an e.vet.ption. the leaders of the school have been free fnen this 
narrowness. It would be diftieiilt to overrate the value of the woik wliieh 
they and tbrir feilon-iro/iecs in other eountriei h.uc done in tniei/v ,ind 
explaiuins: the history of economic habits and institution.^. It is one of the 
(malt aclikvements of our ase ; and an important adriition to our real wealth. 
It ha? done more than almost anytliini! ohsc to broaden our itlcas, to innfase 
our knowiedire of ourselves, and to lielpiis to understanfl the evnluUVm of man's 
moral and social life, ami of the Divine Principle of which it is an embodiment. 

'I'hey have eiven their chief attention to the liistorieal tiTntment of ilie 
seicnee, and to its application to the conditions of German social and jinlitir'iil 
life, especially to the economic diitiis of the German hureaiiiTaey. Jiiit led 
by the Ijilliant jtenius of Hermann they have made careful and pinfmmd 
analy.sc'S which add much to our knonlcdec. and tliey have pmatly e.vtcnrii d 
the boundaries of economic theory.® 

putriotii ferMjiir frf'ivertcit in nmio w.iis Ids ssipnlaie jiideinent : but (tcrinaiis 
iistrned ejiivily tu lu- ureutni I|1 * \|'I\ <oillilr> li.ul In eo llirrmeli tlie s.itnn atfives 

of <li-vel(i]iiiir-iil that Knuliiml Iwt aoii" tluoiieh, atiil tliat she li.nl firotei letl Iier iiianu- 
fneturcis when slie was iii tiunsitiun fiom the nprieultural to the iimniifaeluiin.’ 
Htuye. He Iiad a ('eiiiiitie desire for Initb; ins method was in liarniony witli flie 
lOinparativd method of iiiqiiiiy which is lieine pnrsiieri witli viyoiir hy all classes of 
Students in tirrmany, luit <B|Hf hilly l>> liir Iiistoriuiis and lawjcrs; ami the direct 
and iiidiieit infliienco of ids thoiidit lias heen vtry eoat. ifis Oul/inm nf n .Vric 
iS'yjtem of I'olllirril Eetmomy appearcti in I'lidadolph'iu m ISlIT, and his I>a^ uationnle 
Syntfindfr I'oUltjcheft fid konoini^ in IS4ti. It is a dispiitMl point w hclhcr t’arcv oweil 
much to List ; sec Jliss Hirst s Life of Liot, ch. tv. As to tlie general relations hetw ecu 
tlieir doctrines, see Knies, Pol. (Ek., 2nd cfiition, pp. 440, etc. 

‘ The exeellLnco of this work may perhaps partly lie attnhuted to tlie union of legal 
and ceuuoinic studies in the avenues to many careers in Germany as in other countries 
of the Continent, A splendid instance is to he found in Wagner's contributions to 
economies, 

® In SLioh matters, the Knglish, the Germans, the Austrians, and indeed every 
nation elaim for themsolvos more than others arc willing to allow them. This is 
jiarlly heenuso caeli nation lias its own intcllceliial virtues, and misses them in the 
w ntings of foreigners ; w Idle it docs not quite understand llio complaints which others 
make as to its shortcomings. But the chief reason is tliat, since a now idea is generally 
of gradual growth, and is often worked out by more than one nation at the same time. 
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German thought has also given an impetus to tho study of socialism and 
the functions of tiio State. It is from German writers, some of whom have 
boon of Jewish origin, that the world has msnved the greater part of the most 
thoroughgoing of rocent pro])Ositiona for utilizing the proiwrtv of tho world 
for tho benefit of tho community with but little ivference to the existing inci- 
donts of ownership. It is true that on closer investigation their work turns 
out to bo less original as well as les.s profound than at first sight a])pears : but 
it derives great iiower from its dialectic ingonuitv, its brilliant style, ancf in 
some eases from its wide-rcacliing though distorted historical learning. 

Besides the i-evnlutinnaiy socialists, there is a large body of thinkers in 
Germany who are setting themselves to insist on tlie scantiness of the authoi’- 
ity which the institution of private property in its present form can derive 
from history; and to urge on Imiad scientific and philosophic grounds a re- 
consideration of the rights of society as against tho indii idiial. The political 
and military institutions of the German jH-ople have recently increased their 
natural tendency to rely more on Government and less on individual entcrjwise 
than Englishmen do. And in all c|ucations bearing on social reforms tho Eng- 
lish and German iiatinn.s have much to learn from one another. 

But amid all the liistorieal learning and reforming entlimsiasm of the age 
there is danger that a difliciilt but im]iortant pait of the work of economic 
science may ho neglected, 'fhe ])opnlarity of economies has tended in some 
measure to the neuleet of careful and rigorous reasoning. The growing promi- 
neneo of w hat has been called the biological view of the science has tended to 
throw the notions of economic law and measurement into the background; 
as though such nations were too hard and rigid to be ajiiilicd to the living and 
ever-changing ceonomie organism. But biology itself teaches us that the 
vortebrato organisms arc the most highly developed. The modem economic 
organism is vertebrate; and tlic seienco whieh deals with it should not bo 
invortebrato. It should have that delicacy and sensititTness of touch which 
arc r«(uired for enabling it to adapt itself closely to the real phenomena of tho 
world ; but none tho less must it have a firm biickbonc of careful reasoning 
and analysis. 


oar'll of tlioK* nations 16 likely to clnim it; and thus car'll Is apt to undcr-cstinmte blie 
ori};innlily of tlic others. 
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APPENDIX (? 

THE SCOPE AND METHOD OF ECONOMICS 


App. c, I. S !• There are some who hold, with Comte, that the booijc of any profitable 

study of man's action in society mast be coextensive with the whole of social 

A upified seionce. They argue that all the aspects of social life are so closely connected, 
Science that a special study of any one of them must be futile ; and they urge on 
however economists to abandon their distinctive r6le and to devote themselves to the 
desirahte, general advancement of a unified and all embracing social science. But the 
isimattain-aholc range of man’s actions in society is too wide and loo various to Ijc 
analysed and explained by a single intellectual effort. Comte himself and 
sho^ bv Spencer have brought to the task unsurpassed knowledge and great 

expenencr, genius; they iiave made epoclis in thought by tlicir broad surveys and tlieir 
suggc'stive bints; but tliey can hardly lie said even to have made a commeiia'- 
meiit with the construction of a unified social science, 
andasmnv The physical science made slow progress so long as tlio brilliant but 
be inferred impatient (ircok genius insisted on searching after a single basis for the 
fromtJic explanation of all physical phenoiiicna; and their rapid progivss in the 
Wivsital'^ modern age is due to a breaking up of broad problems into their eonipoiient 
Sci'cncc. pS'i'ts. Doubtless there is a unity underlying all the forces of nature; but 
whatever progress has been made towards discovering it. has dejieiukd im 
knowledge obtained by ]K*rsistent specialized study, no less than on oceri'iunnl 
broad surveys of the field of nature ius a whole. And similar jiatii'iit def ailed 
work is rec|uired In sujiply the materials which may enable future ages to 
understand better Ilian wc can the forces that govern the development of the 
social organism. 

Comte Hut on the other hand it must be fully conceded to Comte that, even in the 
showed ])hysical sciences, it is the duty of those who arc giving their cliief work to a 
well the limited field, to keep up close and constant correspondence with those w ho are 
extreme in neighliouring fields. Siiecialists who never look beyond their ow ii 

sperializfl. domain are apt to see things out of true proportion ; mueli of the knowledge 
tion, they get together is of comparatively little use ; they work aw ay at the details 
of old problems which have lost most of their significance and have been 
supplanted by new questions rising out of new points of view ; and they fail 
to gain that largo illumination which the progress of every seienei' tlirows by 
comparison and analogy on those around it. Comte did good service tlierefore 
by insisting that the solidarity of social phenomena must nmder the work of 
exclusive specialists even more futile in social than in physical science. Mill 
but failed conceding this continues “ Aperson is not likely to be a good economist who 
to prove is nothing else, yocial phenomena acting and rt'acling on one another, tliey 
cannot rightly he understood apart; but this by no means proves that the 
none. ™ industrial phenomena of society are not themselves susceptible 

of useful generalizations, but only that these generalizations must necessarily 
be relative to a given form of civilization and a given stage of social advance- 
ment,'’ ® 

‘ See I. II. 

* Mill, Oil Comic, p, 82. Comto's attack on Mill illustratos the aencrnl rule tiinl m 
diBcussions on method and scope, n man is nearly sure to bo riplit when allirmiii!; tlio 
usefulnei* of Ids own procedure, ami w rong w hen denying that of otliora. Tlio present 



ECONOMICS IN RELATION TO SOCIAL SCEENCB 


637 


§ S. It is true that the forces with which economics deals have one advan- 
tage for deductive treatment in the fact that their method of combination is, 
as Mill observed, that of mechanics rather than of chemistry. That is to say, 
when we know' the action of two economic forces separately — as for instance 
the induonccs wliich an increase in tire rate of wages and a diminution in the 
difficulty of the work in a trade will severally exert on the supply of labour in 
it — we can predict fairly well their conjoint action, without waiting for specific 
experience of it.* * 

But even in mechanics long chains of deductive reasoning are directly 
applicable only to the occurrences of the laboratory. By themselves they are 
seldom a suilieient guide for dealing with the heterogeneous materials 
and the complex and uncertain combination of the forces of the real world. 
For that purpose they need to be supplemented by specific experience, and 
applied in harmony with, and often in subordination to, a ceaseless study of 
new facta, a ceaseless search for new inductions. For instance, the engineer 
can calculate with fair pi-eciaion the angle at which an ironclad will lose her 
stability in still water ; but before he predicts how she would behave in a 
storm, he will avail himself of the observations of experienced sailors who have 
watched her movements in an ordinary sea ; and the forces of which economics 
has to take account are more numerous, less definite, less well known, and 
more diverse in character than those of mechanics; while the material on 
which they act is more uncertain and less homogeneous. Again the cases in 
which economic forces conihine with more of the apparent arbitrariness of 
chemistry than of the simple regularity of pure mechanics, are neither rare 
nor unimportant. For instance a small addition to a man’s income will 
generally increase his purchases a little in cnTj' direction : but a large addition 
may alter his habits, perhajis increa.se his self-n‘S]icct and make him cease to 
cam for some things altogether. The spread of a fashion from a higher social 
grade to a lower may destroy the fashion among the higher grade. And again 
increased oarnestnesa in our care for the poor may make charity more lavish, 
or may destroy the need for some of its forms altogether. 

Lastly, the matter with which the chemist deals is the same always : 
but economics, like biology, deals with a matter, of which the inner nature 
and constitution, as well as the outer form, arc constantly changing. The 
chemist’s predictions all rest on the latent hypothesis that the specimen oiier- 
ated upon is what it is supposed to 1 h‘, or at least that the impurities in it are 
only such as may be neglected. But even he, when dealing with living beings, 
can seldom sail safely any considerable way out of sight of the firm land of 
specific ex])ericneo ; he must rely mainly on that to tell him how a new drug 
will affect a person in health, and again how it will affect a person with a certain 
disease; and even after some general experience he may find unexpected 
results in its action on persons of different constitutions or in a new combination 
with other drugs. 


movement lowurtls Sociola;'y in .\meriea, Ensland and other countries rccogni'iscs tho 
need for tlie intensi^ e study of economies and otlier brnniOies of social science. But 
perhaps tlio use of tlie term ISocioloay is premature. Bor it seems to claim that a 
unification of sociai sciences is already in sight : and though some excellent intensive 
studies have been published under the name of Sociology, it is doubtful whothor those 
efforts at unification whicli have been mode so fur have aehioved any great success 
beyond that of jircparing the way and erecting danger posts at its piMalls for the 
guidance of later generations, ivhose resources will ho less iiuidoquatc for the giant task 
than our own. 

^ Mill exaggerated the extent to wliich tliie can bo dono; and ho was thoreby led 
to make excessive claims for the deductive methods in economics. See tho last of his 
Essays \ Book vi. of his Lorjic, and especially its ninth chapter; alsopp. 157-161 of Ills 
Autobioyrapliy. His practice, liko that of many other writers on economic method of 
all shades of opinion, was less extreme then ids profession. 
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App. 0 , 3. If however wo look at the history of such strictly economic relations as 

, those of business credit and banking, of trade-unionism or co-ojxiration, we see 

that modes of working, that have Wn generally successful at some times ami 
places, have uniformly failed at others. The difrerencu may sometimes be 
explained simply as the result of variations in general enlightenment, or of 
moral strength of character and habits of mutual trust. But often the ex- 
planation is more difficult. At one time or place men uill go far in trust of 
ofle another and in sacrifice of themselves for the common wellbeing, but only 
in certain directions; and at another lime or place thei'c will be a similar 
limitation, but the directions will be different; and every variation of tliis 
kind limits Iho range of deduction in economics. 

For our present purpose the pliability of the race is more important tlunn 
the pliability of the individual. It is true that individual character chants's, 
partly in an apparently arbitrary way, and partly according to well-known 
rules’ It is true for instance that the average age of the workmen engaged in 
a labour dispute is an important clement in any forecast of the lines on wliieli 
it will run. But as, generally speaking, young and old, people of a sanguine 
and a despondent temperament arc found in about like jiruportions at one 
place as at another, and at one time as at another, individual peculiarities of 
character and changes of character are a less hindrance to the general ajiplicaA 
tion of the deductive method, than at first sight appears. Thus by pin lent 
interrogation of nature and the progress of analysis, the reign of law is 
being made to invade new fields in both therapeutics and economies : ami 
some sort of prediction, indep-ndent of siX’ciKo exjicrienee. is lieemniiig 
possible as to the separate and combined action of an ever-increasing variety 
of agencies. 

The i 3. Tlie function then of analysis and deduction in economies is not (o 

work of forgo a few long nhains of reasoning, but to forge rightly many short eluiins 
analysis and single connecting links. This however is no trivial task. Jf the ecoiioniist 
Suction •'^‘‘^snns rapidly and with a light heart, he is apt to make bad connect ions at 
Explaim. f veiy turn of liis work. He mx-ds to make careful u.se of anali sis and dediie- 
tion and tion, because only by their aid can he select the right facts, group them right ly, 
prediction and make them serviceable for suggestions in thought and guidaiiec in prae- 
arctlio fjpg. jjpcause, as surely as every deduction must re.st on the basis of 
operation inductions, so surely does every inductive process involve and inelmle analysis 
inopjiosite and deduction. Or to put the same thing in another way the explanation of 
diroi tions. the past and the prediction of the future aif not different npi rations, but the 
same worked in opposite dirt'ctions, the one from effect to cause, the other fioin 
cause to effect. As Sehmoller well says, to obtain ‘‘ a linowledge of indiviihial 
causes ” we need " induction ; the final conclusion of which is indeed iiotliing 
but the inversion of the .syllogism which is em^iloyed in deduetion. . . . In- 
duction and deduetion re.st on the same tendencies, the same beliefs, the siinie 
needs of our reason.’’ 

Wc can explain an event completely only by fir.st discovering all tlie events 
which can have affeeleii it, and the ways in which they can severally have 
done so. In so far as our analysis of any of these facts or relations is iin])erfeet, 
in so far is onr explanation liable to error; and the infereneo latent in it is 
already on its way to build up an induction which, though probably ])l.uisible, 
is false. While in so far as our knowffodgo and analysis are compicte, we are 
able by merely inverting our mental process to deduce and predict the future 
almost as certainly as we could have explained the past on a similar liasis of 
knowledge. It is only when we go beyond a first step that a great difference 
arises between the certainty of prediction and the certainty of explanation ; 
for any error made in the first step of prediction, will be accumulated and inten- 
sified in the second; while in interpreting the past, error is not so likely to be 
accumulated; for observation or recorded history will probably bring a fresh 
chock at each step. The same processes, both inductive and deductive, arc 
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used in nearly the same way in the explanation of a known fact in the history app. o, 4. 

of the tides, and in the prediction of an unknown fact. ‘ . 

It must then always be remembered that though observation or history The 
may tell us that one event happened at the same time as another, or after it, diWiculty 
they cannot tell us whether the first was the cause of the sceonrl. That can be . • 
done only by reason acting on the facts. When it is said that a certain event 
in history tenches this or that, formal reckoning is never made for all Uio 
conditions which were present when the event happened ; some are tacitly, 
if not unconsciously, a.saumed to ho irrelevant. This assumption may bo 
justifiable in any jiarticular case j but it may not. Wider c.xperieuoe, more 
careful inijuiry, may show that the cau.ses to which the event is attributed 
could not have produced it unaided; perhairs even that they hindered the 
event, which was brought about in spite of them by other causes that have 
escaped notice. 

This diiiioulty has been made prominent by recent controversies os 
to contemporary events in our own country. Whenever a conclusion is 
drawn from the;n I hat niwts with opposition, it h.as to stand a sort of trial; 
rival explanations aie olTered; new facts arc broiiuht to light; the old facts 
arc tested and rearranged, and in some eases shown to support the opposite 
conclusion from that on behalf of which they were at first invoked. 

Both the dillieiilty of analysis and the lu-ed for it are increased by the fact 
that no tw o economic events are exactly alike in all ifspc’cts. Of course there 
may be n close ix'semblnnee between two sim])le incidents : the terms of the 
leases of two farms may be governed by nearly the same causes : two icfer- 
enees of wages quest ions to Hoards of Arbitration may raise substantially the 
same question. But there is no exact ivjx'tition even on a small scale. How- 
ever nearly two cases earres|ion(l, we have to deckle whether the dillerence 
between the two may be neglected as practieally unimportant ; and this may 
not be very easy, even if tlw Iw o cases n‘fer to the same place and time. 

And if wo are dealing with the facts of lemote limes we must allow for the Tins 
changes that have meanwhile come over the whole character of economic life : untnist- 
however closely a problem of to-diiy m.ay re.semble in its outward ineidonts 
another recorded in history, it is probable that a closer examination will detect juJi"" 
a fundamental dilVerenee betwis'ii their nsil ehaiaeters. Till this has been i.viilenoe 
made, no valid argument can be drawn fiom oiu- e:ise to the other. dmw-n 

§ 4 . This brings us to consider the ndatlon in which economics stands to the 
the facts of distant linie.s. plfaT"'^ 

The study ofeeonomie lii.sturv m.ay have various aims, and correspondingly q’he work 
various methods. Hegai'ded us a braneh of general history it may aim at of tho 
helping us lo undersi.iud "what lias tsssi the institutional framework ofeeonomie 
society nt the several iieriods, what h.is besm tlie wnslitution of the various '“storian 
social classes and their relation to one another ” : it may " ask what has been '“'"““s. 
tho material basis of social existence; liow have the necessities and con- 
veniences of life been produeed; by wliat iwg.vnization has labour been pro- 
vided and (lireeted; bow have tlie commodities thus iirodneed been distributed ; 
what have been the iirstitnlions nesting on (his diieclion aiul distribution 
and so on.® 

And for this work, interesting and imijortant as it is on its own account, Tho oid 
not very much analwis is essential; and most of what is needed may be of subtle 
sup])lied for himself by a man of active and inquiring mind. Saturated with a 
know'ledgn of the religious and moral, the intellectual and a-sthetio, the political . 
and social environment, the economic historian may extend the boundaries of 
our knowledge and may suggest new and valuable ideas, even though ho may 
have contented himself w ith observing those alBnities and those causal relations 
which lie near the surface. 

* Compare Mill, Lnyk, Book vi. ch. lu. 

“ Aslilcy, On the Study oj Economic History. 
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App. c, 4. But evpn in spite of himself, his aims will surely run beyond these limits ; 

' and will include some attempt to discover the inner nieaiiiiij' of economic 

but It IS history, to unveil the mysteries of the growth and decay of custom, and other 
derivhiB''"^ phenomena which ne are not any longer contented to take as ultimate and 
guidanee insoluble facts given by nature : nor is ho likely altogether to withhold himself 
from the from suggesting inferences from the events of the past for guidance in the 
pastfortliB pij>gcnt. And indeed the human mind abhors a vacuum in its notions of the 
present. causal relations between the events that arc presented vividly to it. By 
merely placing things together in a certain order, and consciously or uncon- 
sciously siiguestizig past hor frgo projilir hur, the historian takes on himself 
some responsibility as a guide. 

For example the introduction of long leases at fixed money rents in 
North Biitain was followed by a great impi'ovement in agriculture, and in the 
general condition of the jieople there ; but before inferring that it was the soli', 
or even the chief cause of the improvement, we must in(|uiro what other 
changes w ere taking place at the aame time, and how much of the improvement 
is to be referred to each of them. We must, for instance, allow for the olteels 
of changes in the prices of agricultural produce, and of the l■stablishment of 
civil order in the border provinces. To do this reqnii-es cure and seientilie 
method ; and till it lias been done, no triistw orthy inference can hr dran n as to 
the general tendency of tlic system of long leases. .\nd even when it lias been 
done, we cannot argue from this experience to a proposal fur a system of long 
leases in. .say, lielaiid now, rrithout allowinu for dillerences in the charaeter of 
local and world markets for various kinds of agrieulUiral priiduee, for iirobahle 
changes in the production and i-onsiimjition of gold and silver, and so on. 
The historj- of Land Tenures is full of antiquarian interest ; but until e.uvfiilly 
analysed and interpreted by the aid of economic theory it throws no trust- 
worthy light on the question what is the best form of land tenure to be adojited 
now in any country. Thus some argue that since primitive societies usually 
held their land in common, private property in land must Ixi an unnatural 
and transitional institution. Others w ith equal confidence contend t hat. since 
private pmiierty in land has extended its rantic with the progress of eivili/.ation, 
it is n nea's.sary condition for further progress. But to wrest from liistory her 
true teacliing on the subject requires the ellects of the common holding of land 
in the past to be analysed so ns to discover how far each of them is likelj to 
act always in tlie same way, how far to be modified by changes in the li.vbits, 
the knowledge, the wealth, and the social organization of mankind. 

Even more intore.sting and iitstructivc is the hi.slor 3 ' of the profrssion.s, 
made by CJilds and other Coriiorations and Combinations in indu.stiy and in 
domestic and foreign trade, that lhe\' u.sed their pritileges on the whole for 
the benefit of tlie public. But to bring in a complete veidict on the qiii sliim, 
and still more to deduce from it sound guidance for our own time, needs not 
only tlie wide general knowledge and subtle inslinet.s of the practised liistorian, 
hut also a grasp of many of the most diflieult aiial.vscs and leasoniiigs relating 
to monopolies, to foreign trade, to the incidence of taxation, etc. 

If tlien the economic historian aims at discovering the liidden 3])riiigs of 
the eeoiioinic order of the world, and at obtaining light from the piuit for 
guidance in the pre.sent, he should avail himself of every resource that may help 
him to delect real differences that are disguised by a similarity of name or out- 
ward apyiearanee, and real similarities that are obscured by a superficial 
diffci’cnee. Ho should strive to select the true causes of each event and assign 
to each its projier weight ; and above all to detect the remoter causi-s of change. 
Ananology An analogy may be borrowed from naval affairs. The details of a battle 
from navtti witli appliances that have passed away may be of great interest to the student 
liiatory, oftJiegcnoralhisforyofthose times; but they may afford little useful guiilaiieo 

for the naval commander of to-day, who has to deal with a wholly different 
material of w ar. And therefore, as Captain Mahan has admirably shown, the 
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naval commander of to-day will givo inoro attention to the strategy than to the app. c, 4, 

tactics of past times. Ho will concern himself not so much with tho incidents 

of particular combats, as with practical illustrations of those leading principles ' 
of action which will eiuibhi him to hold his whole force in hand, and yet give 
to each part of it adequate initiative ; to keep up wide communication, and 
yet be able to concenti'ato quickly, and select a point of attack at whieli he 
can bring an overwhelming force. 

Similarly a man saturated with tho general history of a period may giva a 
vivid picture of tho tactics of battle, which will be true in its main outlines, 
and almost harmless even if occasionally wrong ; for no one is lilcclj’ to copy 
tactics, the appliances of which have passed away. But to compivhcnd the 
strategy of a campaign, to separate tho leal from the apparent motives of a 
great general of past times, a man must be a strategist himself. And if ho is 
to make himself responsible for suggesting, however unobtrusivclv, the lessons 
which the strategists of to-day have to learn from tho story whicli ho records; 
then he is bound to have analysed thoroughly the naval conditions of to-day, 
as well as those of the time about which he is writing ; and he must neglect 
no aid for this end that is to be had from the work of many minds in many 
countries studying the difficult problem of strateg}'. As it is with naval 
history, so it is with economic. 

It is only recently, and to a gi'eat extent through the wholesome influence 
of the criticisms of the historical school, that prominence has been given to 
that distinction in economics which corresponds to the distinction between 
strategy and tactics in warfare. Corresjionding to tactics are those outward 
forms and accidents of economic oiganization which depend on temporary or 
local aptitudes, euatonis and relations of classes ; on the influence of individuals; 
or on the charging appliances and needs of production. While to strategy 
corresponds that more fundamental substance of economic organization, which 
depends mainly on snch wants and activities, such preferences and aversions 
as are found in man everywhere: they are not indeed always the same in 
form, nor oven quite tho same in substance ; but yet they have a sufficient 
element of iH'rmanence and universality to enable them to be brought in some 
measure under general statements, w hereby the ex^xTiences of one time and 
one age may throw light on the difficulties of another. 

This distinction is akin to the distinction between the uses of mechanical 
and of biological analogies in economics. It was not sufficiently recognized 
by economists at the beginning of last century. It is markedly absiml from 
Ricardo’s writings : and wlicn attention is piaid, nut to the principles which 
are embodied in his method of working, but to particular conclusions which he 
reaches ; when these are converted into dogmas and applied crudely to tho 
conditions of times or iilaces other than his ow n. then no doubt they are almost 
umnixed evils. His thoughts are like sharp chisels with which it is specially 
easy to cut one’s flugers, because they have such awkward handles. 

But modern economists distilling his crude expre.<&ions ; extracting their TlioMany 
essence, and ailding to it; rejecting dogmas, but developing principles of '"tho One, 
analysis and reasoning, are linding the ilany in the One and the One in the ‘jj® j®® 
Many. They are learning for instanc-e that the principle of his analysis of 
iviit is inaiqilicaljle to much tliat coniiuoidy goes by the name of rent to-day; 
as well as to a much larger ])art of those things which are eommonly, but in- 
conectly, described as lent by historians of the Middle Ages. But yet the 
application of Hie prinei])le is being extended, and not contracted. For 
economists are also learning that it is applieablo with proiier care to a great 
variety of things in every stage of civilization which do not appear at lirst 
sight to be of the nature of rent at all. 

But of course no student of strategy can ignore tactics. And, though no 
ono life will reach out to a study in detail of the tactics of every fight which 
man has waged with his economic difficulties; yet no study of the broad prob- 
Y 
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material Tsoih lja» to bf tlonr oter and on i a 'tin in Iht lanif 3 in 1 rf « it , thf n it is 
prwluition nortlx while toitducr thf piori' fslost'ti m loor^inirc nifllimlsf f tctwinin^ 
and to formulati _ni( ral pioy ositions to tx iixcdaxsint liincn f rwxihni.ni 
the facts and ts tier? foi Loldmi iLcin hiinlt in position foi tin woilv tnJ 
thou<.hit betiuf thit ct onomn. (tU'td tjt iiitr iininjcdt ith otlxir'in'C' mint 
dxltennt vats that f tait sfirntific It tdcmii,, will ■aid nil hiini Us trrt firm 
the waj to tin coiiflucion for whiib ttt art xatLiiig tet it would Ic fof b'b t" 
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refuse to avail ourselves of its aid, so fiir as it will reach : — ^just as foolish as app. o, 0. 

would bo the opposite extreme of supposing that science alone can do all the 

work, and that nothing will remain to be done by practical instinct and trained* 
common sense. An architect whoso practical wisdom and oesthetio instincts 
are undeveiopod will build but a poor house however thorough his knowledge 
of mechanics : but one, who is ignorant of mechanics, will build insecurely or 
wastefully. A Brindley, without academic instruction, ma}' do some engineer- 
ing work bettor than a man of inferior mother-wit, however well he may have 
been trained. A wise nurse, who reads her patients by instinctive sympathy, 
may give better counsel on some points than a learned physician. But yet the 
study of analytical mechanics sliould not be neglected by the engineer, nor 
that of physiology by the medical man. 

For mental faculties, like manual dexterity, die with those who possess 
them : but the improvement which each generation contributes to the 
machinery of manufacture or to tlio organon of science is handed doum to the 
next. There may bo no abler sculptors now than those who worked on the 
Parthenon, no thinker with more mother-wit than Aristotle. But the appli- 
ances of thought develop cumulatively as do those of material production. 

Ideas, whellier those of art and science, or those embodied in practical 
appliances, are the most “ real ” of the gifts that each generation receives from 
its predecessors. The world’s material wealth would quickly be replaced if it 
were destrovod, but the ideas by which it was made were retained. If how- 
ever the ideas were lost, but not the material wealth, then that would dwindle 
and the world would go back to jiovcrty. And most of our knowledge of mere 
facts could quickly bo recovered if it were lost, but the constructive ideas of 
thought remained; uhilo if the ideas perished, the world would enter again 
on the Dark Ages. Thus the pursuit of ideas is not less “ real ” work in the 
highest sense of the word than is the collection of facts; though the latter 
may in some cases properly bo called in German a Reahtudium, that is, a study 
six'cially appromiato to IteaUchulen. In the highest use of the word, that 
study of any field of the wide realm of economics is most •' real ” in which the 
collection of facts, and tlu* analysis and oonstruotion of ideas connecting them 
are eombined in tliase proportions which are best calculated to increase know- 
ledge and promote progress in tliat particular fi<dd. And what this is, cannot 
bo settled offhand, but only by careful study and by specific e-xpcriencc. 

§ 6. Economics has made greater advances than any other branch of the Every 
social sciences, because it is more definite and exact than any other. But widening 
every widening of its scope involves some loss of this scientific precision ; and *'*’* , 
the question whether that loss is greater or less than the giiin resulting from 
its greater breadth of outlook, is not to bo decided by any hard and fast rule, brings 

There is a large debateable ground in which economic considerations are of good 
considerable but not dominant importance ; and each economist may reason- ““‘1 evil, 
nbly decide for himself how far ho ivill extend his labours over that ground. It ‘s best 
Ho will be able to speak with less and less confidciiee the further ho gets away 
from his central stnmghold, and the more he concerns himself with conditions ^ 
of life and with motives of action which cannot be brought to some extent at bo is 
least w ithin the grasp of scientifiu method, miencwr ho occupies himself inclined, 
largely with conditions and motives, the manifestations of which are not “®'’cr for. 
reducible to any definite standard, he must forego nearly all aid and support 
from the observations and the thought of others at homo and abroad, in this 
and earlier generations ; ho must depend mainly on his own instincts and con- 
jectures; ho must speak with all the diffidence that belongs to an individual 
judgment. But if when straying far into less known and less knowabic regions 
of social study he does his work carefully, and with a full consciousness of its 
limitations, he will have done excellent service.^ 

‘ As the imitators o£ llichnel Angelo copied only his faults, so Carlyle, Buskin and 
Morris find tO'day ready imitators, who lock their fmo inspirations ami intuitions. 
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AEP D, 1, 2 § 1. Induptioii, elided bi analj sis and deduction, bungs togi tlicr appropi into 

classes of facts, aiiangia tliom, analyses them and iiifiia fiom tlicm genual 

Economics or laiis. Then foi a iihile deduction plays the chief idle it 

contains gomo of these gencializations into association iiith one anothei, iiorks 

cha^^of Itoi' them tentatively to new and broadci gencializations ot Ian s and then calls 
deductiio on induction again to do the mam shaio of the iiork in collcctmg, sifting and 
leasomnr arranging these facts so as to test and ‘ veiify ” the new law 
Benefits It is obvious that there is no loom m economies foi long tiains of dcdiu Im 
of msthe- reasoning , no economist, not cien Rieaido, attempt! d tliem. It ma\ iiulti d 
matical appear at fiist sight that the contiaiy is suggisted b\ the fi(i|iiiiit list of 

raimng niathi matical formul.c m cconomie studies But on i mist mat ion it v\ill lx 


Free play 
should bo 
given to 
the imngi 
nation 


F or in- 
stance, a 
science of 


found that this suaitcstion is illusoij, except pi ihips ithcn a imie matin ni ili 
(un uses coononne lypotlicsis foi the piiiposi ot inatlicnuticil diiiisioiis, 
ioi then Ins confoin is to show the poti nlialitics of niatlii iiiatic il iiii lliod- on 
the supposition tliat iintciial appiopiiate to then use had Ixtii siipiiliid h\ 
iconomic study. He takes no technical iiS]ioiisibilit\ foi tin inatiiiil. and 
IS often uiiauarc how iiude(|Uite the miteiiil is to biai the stiains of lus 
powerful maeluntiy. But a tiaimng m malhimaties is helpful h\ giiiiig 
command 01 ei a maivcllousK Uisc and exact laimuagi for expiessing clciil\ 
some gcncial iclations and som< shoit pinrcsscs of leonomie uasnnmg ; which 
can mdc ed be c \pi c sse d m oidamry 1 inguagt , hut not w ith c cpial sh u pm ss nf 
outline. And, what is of far gaater mpioitimi, expiiunio in lumlliiig 
plijsioal piobhins b\ mathematieal methods giics a giasp, that ciiinot hi 
obtained c(|uallj well in am other wa\. of the mutual inti laction of ( eoiionuc 
changes. Ihe diiict application of iiuthiniatical irascnnng to the discim i\ 
of economic tiuths has iceenth unde led gr(.it scivieis in tlx hands of mask i 
mathomatii lans to the studi of slalislnal nitnges and piobabihtiis and in 
measuung the degiee of eoiisilii nee between coiielatid st Uistxal tables 
J 2. If we shut oui cics to iialities we mm eonstiuet ,in (diliei of pun 
crystal bv imagiiutions, that will lliiow side lights on ual piolihms, ami 
might conceii able beofintei sttoheuiiisuho had no i coiloimc iiioblems it ill 
like oui own bmh plaifiil exeiiisions ait often siiggi stive in nnexiiectid 
ways they atlord good tiainiiig to the mind .and sec in to lx pioduetiu 
only of good, so long as then puiposi is iliaily uikIi i stood 

Foi instance, the st ite me nt th.it tin eloininanl position whn h mom v holds 
111 ecoiiejiiiics, usults lathci flora its lx insra imasiiit oi iiiotm thin ui um ot 
emit umii. Ill i\ he illustialeel In tin iilhetiim tint the .almost i xihisive use 


mlginTon ■’ 0 * motive is, so to speak, an aeeidi nt, and pi ihajis an 

teivably accident lliat is not found in olhci worlds than ouis \\ hen wc want to induce 
cvibt in a a man to do anything foi us wc gentially ollei him money . It is tiue that wo 
world niight app al to his gem losily oi sciisc of duly; but this would he calling into 
tlieK°Has **^‘"*‘ '™tives that aie alicady mcxistince, lathii than supplying new 
If «e have to supply anew motivo WO gciKially eoiisidti how much 
money money Will yust make it woith liis while to do it. ijemietiims indeed tlie 
giiititudc, 01 esteem, oi honoui which is held out as an indueeinetit to tho 


‘ Soo I, m 
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action may appear as a new motive : particularly if it can be crystallized in app. d, 3. 

some definite outward manifestation; as for instance in the right to make use 

of the letters C.B., or to wear a star or a garter. Such distinctions are com- ' 
paratively rare and connected with but few transactions; and they would not 
serve as a measure of the ordinary motives that govern men in the acts of 
every-day life. But political services are more frequently rewarded by such 
honours than in any other way ; so we have got into the habit of measuring 
them not in money but in honours. We say, for instance, that /I’s exertians 
for the benefit of his party or of the State, as the case may be, were fairly paid 
for by knighthood; while knighthood was but shabby pay for B, ho had 
earned a baronetcy. 

It is quite possible that them may be worlds in which no one over heard of 
private property in material things, or wealth as it is generally understood; 
but public honours are meted out by graduated tables as rewards for every 
action that is done for others’ good. If these honours can be transferred from 
one to another without the intervention of any external authority they may 
servo to measure the strength of motives just as conveniently and exactly as 
money does with us. In such a world there may be a treatise on economic 
theory very similar to the present, even though there bo little mention in it of 
material things, and no mention at all of money. 

It may seem almost trivial to insist on this, but it is not so. For a mis- 
leading association has grown up in iieopic’s minds between that measurement 
of motives which is prominent in economic science, and an cxelusivc regard for 
material wealth to the neglect of other and higher objects of desire. The only 
conditions required in a measure for economic purposes are that it should be 
something definite and transferable. Its taking a material form is practically 
oouvemeut , but is not essential . 

§ 3. The pursuit of abstractions is a good thing, when confined to its But in 
proper place. But t be bivadt h of those strains of human character with which serious 
economics is coneerned has been underrated by some writers on economics 
in England and other countries; and German economists have done liood 
service by emphasizing it. They seem hovrover to l)o mistaken in supposing closely 
that it nas overlooked by the founders of British economics. It is a British followed, 
habit to leave mueli to be suppli(-d by the common sense of the reader; in this 
case reticence has been carried too far. and lias led to frequent inisimder- 
standing at home as well as abroad. It has leil people to suppose the founda- 
tions of economics to he narroner and less closely in touch with the actual 


conditions of life than they renll v aiv. 

Thus prominence has been given to liill’s statement, th.at “ Political 
Economy consirlers man as occupied solely in acquiring and consuming 
wealth ” (Emiys, p. I3S, and again, I.ngic, Bk. vi. ch. ix. § 3). But it is for- 
gotten that he is tlieiv referring to an abstract treatment of econoipie questions, 
which he once indeed contemplated ; but which he never executed, preferring 
to write on '■ Political Eennnmy, u ith some of its applications to Social Philo- 
sophy.” It is forgotten also that ho goes on to say, “ There is, perhai>3, no 
action of a man’s life in which ho is neitlier under the immediate nor under the 
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remote influence of any impulse but the mere desire of wealth ami it is 
forgotten that liis trealnicnl of economic qiiestiuns look eonslaiit account of 
many motives besides the desire for wealth (sec above, Appendix B, 7). His 
discussions of economic motives are, however, inferior both in substance and 


in method to those of his German contemporaries, and notably Hermann. 

An instructive argument that non-purcliasable. non-measurable pleasures vary 
at different times and tend to increase with the progress of civilization is to 
bo found in Knics’ PoJitische (Ekoiiomie, m. 3 ; and the English reader may be 
referred to Syme’s Outlines of an Industrial Science. 

It may be well to give boro the cliief heads of the analysis of economic IVagnor’s 
motives {Motive im wirthschafUichen Handein) in the third edition of IVagner’a dassifica- 



646 


USES OF ABSTRACT REASOXING IN ECONOMICS 


ATP. D, 3. 

tion of 
motives. 


monumental treatise. He divides them into Egoistic and Altruistio. The 
former are four in number. The first and least intermittent in its action is 
‘the striving for one’s otvn economic advantage, and the fear of one’s own 
economic need. Next comes the fear of punishment, and the huixs uf reward. 
The third group consists of the feeling of honour, and the striving for recogni- 
tion [Oeltungsstreben), including the desire for the moral approbation of others, 
and the fear of shame and contempt. And the last of the egoistic motives 
is tie craving for occupation, the pleasure of activity ; and the pleasure of the 
work itself and its surroundings, including the “ pleasures of the chase.” 
The altruistio motive is ” the impelling force {Trieb) of the inward command to 
moral action, the pressure of the feeling of duty, and the fear of one’s own 
inward blame, that is, of the gnawings of conscience. In its pure form this 
motive appears as the ‘ Categorical Imperative,’ which one follows because 
one feels in one's soul tho command to act in this or tliat manner, and feels 
the command to bo right. . . . The following of tho command is no doiihl 
regularly bound up with feelings of pleasure (Lusigefiihle), and the not folhiw- 
ing it with feelings of pain. Now it may be, and often is, that these feelings act 
as strongly as tlm Categorical Imperative, or even more strongly, in driving un, 
or in taking part in driving us on to do or to leave undone. And in so far ns 
this is the case this motive also has in it an egoistic element, or at least itself 
merges into one.” 
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DEflXITIONS OF CAPITAL 


§ 1. It was observed in Book II. chapter iv. that economists have no choice Arp, e, 1. 

but to follow well-established customs as regards the use of the term capital 

in ordinary business, i.e. trade-capital. Tho disadvantages of this use are Note has 
however great and obvious. For instance it compels us to regard as capital mode 
tho yachts, but not the carriage, belonging to a yacht builder. If therefore he 
had been hiring a carriage by tho year, and instead of continuing to do so, sold oultiea in 
a yacht to a carriage builder who had been hiring it, and bought a carriage for the uso of 
his own uso ; tho result would he that tho total stock of capital in tho country f:’’® 
would be diminished by a yacht and a carriage. And this, though nothing had papitjj 
been destroyed ; and though there remained tho same products of saving, 
themselves productive of as great benefits to the individuals concerned and to 
the community as before, and probably oven of gi-cater benefits. 

Nor can wo avail ourselves here of the notion that capital is distinguished It docs not 
from other forms of wealth by its su]x:rior power of giving employment to includonll 
labour. For in fact, when yachts and carriages are in the hands of dealers 
and arc thus counted as capital, less employment is given to labour by a given 
amount of yachting or carriage driving than «hen the yachts or carriages are employ- 
in private hands and are not counted as capital. Tho emplo 3 ’mcut of labour mont of 
would not be increased but lessened by tlie substitution of professional cook- labour, 
shops and bakeries (udiere all the appliances aro reckoned as capital) for private 
kitchens (where nothing is reckoned as capital). Under a professional em- 
ployer, the workers may po.s.sil)ly have more ix'rsonal freedom; but tiiey 
almost certainly liavo k'ss material comfort, and lower wages in proportion 
to tho work they do than under tlio la.xer regime of a jjrivatc einploj-er. 

But these disadvantages have been generally overlooked; and several Causes 
causes have combined to give vogue to this use of the term. One of these that 
causes is that the ivlalioiis between private employers and their employees have given 
seldom enter into the strategical and tactical movements of the conflicts 
between employers and employed; or, .as is commonly said, between capital the term, 
and labour. This point has been em]>hasiml by Karl .Maix and bis followers. 

They have avowedly made the dclinitioii of capital turn on it; they assert 
that only that is capital which is a means of itivxluelion owned by one person 
(or group of jiersons) and used to iiroduei' things for the benefit of another, 
generally by means of the hired labour of a third; in .such wise that the first 
has the opiwrtunity of plundering or e.\ploiting the others. 

Secondly this use of the term Capital is eonveniimt in the money market 
as well as in the labour market. Trade-capital is habitually conneeted with 
loans. No one liesitates to borrow in order to increase the trade-capital at liis 
command, w hen he can sec a good oixming for its use ; and for doing this he 
can pledge his own trade-capital more easily and more regularly in the ordinary 
course of bn3ines.s transactions, tlian he conid his furniture or his private 
carriage. Lastlj', a man makes up the accounts of his trade-capital carefully ; 
he allows for depreciation as a matter of course : and thus he keeps his stock 
intact. Of course a man w ho has been hiring a carriage by tho year, can buy 
it with the produce of the sale of railway stock that yields very much less 
* iSee above, p. 09. 
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App. B, 2. interest than ho has paid as hire. If ho lets the annual income accumulate 

till tho carriage is ivorn out, it will more than suflicc to buy him a neu one ; 

'and thus his total stock of capital will have been increased by the change. 
But there is a chance that he will not do this : whereas, so lung as the carriage 
was owned by the dealer, he provided for replacing it in the ordinary course of 
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his business. 

§ 8. Jji't UB pass to definitions of cagiilal from the social point of vievr. Il 
Lawalready been indicated tliat the only sti'ieily losiic’al iKi^ition is that whitli 
has been adopted by most writers on mathematical versions of economies, ami 
xvhieb ref;ards “ social capital and " social wealth ” as eoi‘.\teusive ; tli()U'.^li 
this course deprives tlicm of a useful term. But xiliatcx'cr definition a writer 
takes at startiii).', lie finds that the vaiioiis elcnienls uliieh. he includis in it, 
enter in diffeient ways into tlic suceessivc problems with which lie has to 
deal. If therefore liis definition pretended to precision, he is compelled to 
supplement it by an O-vplanation of the IjeariiiLC of each several cieiiieiit of 
cajiital on tlic point at issue; and tliw explanation is in substance very miieli 
like those of oilier writers. Thus ultinialcly there is a frenei-al eonxeiyenre ; 
and readers are brou;;lil to very much the same eonclusioii Ijy whatever rorito 
they travel ; thousli it may indeed require a little troulde to discern llie unity 
ill substance, underlying differences in form and in words. The divergence 
at startinir turns out to be a less evil than it .seemed. 

Furtlier, in spite of the.se differences in words there is a coutiiuiity of tone 
in the definition of capital by the economists of several generations and many 
countries. It is true that some have laid greater stress on tlio " produelUity 
of eapital, some on its ' prospcclivcncss ; and tliat neither of llii‘.si' terms is 
perfectly precise, or iioinls to any hard and fust line of division. But tlioii!!li 
llieso defects ai'e fatal to precise classification, that i.s a matter of seeoinl.iry 
importance. Tilings relating to man’s actions never can he elassifiid with 
precision on any scientific principle. Exact lists may be made of tliiin.’s wliieli 
are to be plaeeil in certain elassi« for the gtiitianee of tlie police ollicer, or tin- 
collectorof import duties ; hut such lists are frankly artificial. Jl is the .sfiirit 
and not tlic letter of economic tradition, wliieli xve should he must eari'ful to 
preserve. And, ns was suggested at tlit’ (-nd of Book 11, elnqiter jv.. no 
intelligent w liler has ever left out of account either tlie side of prosjiectiveiie^s 
or tliat of productiveness : but some have enlarged more on tlie one side and 
others on tlie other; while on cither side diflieulty lias been found in drawing 
a definite line of demarcation. 

Let us then look at the notion of capital as a store of things, tlie result of 
human efforts and saerifiees, devoted mainly to securing heneiits in tlic future 
rather than in the present. 'J’he notion itself is definite, iiut it tloes not lead to 
a definite classification; just as the notion of length is definite, but yet docs 
not enable us to divide off long walls from sliort walls save by an nriiitruiw 
rule. 'I’he savage sliow s some prospectivencis when lie puts togetlier branelies 
of trees to pivileet him for a night ; he shows more xvheii lie makes a li nt of 
poles and skins, and yet more xvhen lie liuilds a wooden Init : tlie eivili/cd 
man sliows increasing pro.s]*eliveness xxlieii lie substitutis solid hou.-ies of 
brick or stone for woudi'i: shanties. A line could he drawn anywhere to mark 
off tliose tilings tlie production of which shows a great di’sire for future sati'- 
factions rather tluin pre.scnt : but it woul.l be artificial and unstable. Tliosc 
who hax'c, .sought one, have found themselves on an inclined piano : and have 
not reached a stable re.sting-place till tliey have ineludud all aceuimilated 
wcaltli as ea]iilal. 

'J’liiB logical ivsull was faced by many h’reiieh economists; who, following 
in tho lines laid down by tiie Plij-siocrats, used the term Capital very mueli in 
the sense in wliich Adam Smith and his immediate followers used the word 
Stock, to include all accumulated wealth (mleurs acr.iimiilecs); i.r. all the 
result of tlic excess of production over consumption. And although in recent 
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years they have shown a decided tendency to use the term in the narrower app. b, 3. 

English sense, there is at the same time a considerable movement on the part 

of some of tho profoundost thinkers in Germany and England in the direction ■ 
of the older and broader French definition. Especially has this been remark- 
able in writers who, like Turgot, have been inclined towards mathematical 
modes of thought; among whom Hermann, Jovons, Walras, and Professors 
Pareto and Fisher arc conspicuous. Tho writings of Professor Fisher contain 
a masterly argument, rich in fertile suggestion, in favour of a comprehonsivo 
use of tho term. Regarded from the .abstract and mathematical point of 
view, his position is incontestable. But he seems to take too little account of 
the necessity for keeping realistic discussions in touch with the language of 
the market-place ; and to ignore Bagehot’s caution against trying “ to c.\'press 
various meanings on complex things with a scanty vocabulary of fastened 
uses.” 1 

§ 3. Jlost of the attempts to define capital rigidly, whether in England or Social 
other countries, have turned mainly on its productivity, to tho comparative capital 
neglect of its jirospectivit y. They have regarded social capital as a means for regarded 
acquisition {Encerhslnjiilnl) or as a stock of the requisites of production “ 
[Productiana-mitlcl Vormth). But this general notion has been treated in duction, 
different wa3’3. and first 

According to the older English traditions capital consists of those things “s both, 
which aid nr suppnrl labour in production : or, as has been said more recently, supporting 
it consists of those things without which production could not be carried on labour-'”'’ 
with equal eflioiency, but which arc not free gifts of nature. It is from this ’ 
point of view that the distinction already noticed lictwocn consumption capital 
and auxiliary eapital. has been made. 

This view of capital has been suggested by the nlTnirs of the labour market ; 
but it has never been jierfeotly consistent. For it has been made to include 
as capital everything which cinplo.vers directly or indirectly provide in pay- 
ment for the work of their emploj-ecs — mt/c rnpiUil or nmtineralory capital, ns 
it is called; but vet not to include any of the things needed for their own 
support, or that oi arehiteets, engineers, and other professional men. But to 
bo consistent it should have included the neees.sarieh for efficiency of all classes 
of workers; and it should have exoltuled the luxuries of the manual labour 
classes as well ns of other workers. If, however, it had been pushed to this 
logical conclusion, it would have plavcd a less imminent part in the discussion 
of the reliitions of employers and employed.^ 

^ See above, footnuti' on p. HJ. 

Hermann said (Stnaf'>wirth'irhtiftliche VulemKhnngen, f]js. ill. ond v.) that capital 
consists of (roods “ nhicli are n luhtini' boiin'c of snlisfiictiun tlml lias excimnjro valuo.’* 

Wnlras d' Economic i’ohtujuc, p. 1U7) clelines eapilal as “every kind of 

soi’inl wealth which is not eonsumetl at ail, or is conbumetl l)nt slowly; every utility 
limited ill quantity, that survives! the first use which in mndct»f it ; in ono word, which 
can be used more than oiu'o ; ti liuiiso, u pieco of iiiiiiiture.'' 

Jvnios rlefincnl rnpitnl ns the exj.stin" stock of (roods “ which is ready to bo applied 
to tho siitififnction of dcmiind in llie futiiru.” Anil IVof. Xicholson says; — “TIio 
line of thouirht suirjresteil hy Adam Smith and developed by jMiiea is found to load to 
this result : (’.ipital is veiilih sot aside for tho NiliS'fnctloii— directly or indirectly — of 
future iioods.” Ihit the whole jilnase, and espouiilly tho wonls “ set nHide»” Kcem to 
lack deliniti'iiess, and to c\ tide rather than ovorooiin* tlio dillicultics of th« prol^lciii. 

^ The follnwinir arc tiinoiiir the chief definitions of eapitul hy Adam Smith’s English 
followers : — llicardo said : — *■ Capital is that pari of llio wi'alth of a country which is 
employed in jirotluetion arid consists of food, clothiiijr, tools, raw miiteriiils, machinory, 
etc. ni.'ccssnry to give eflecl to lihour/* M.iIthiiK htud : — Cupital is that portion of 
the stock of a (‘ountry whiidi is kepi orcmploycil with a view' (o profil in tho production 
and distribution of wealth." Senior said ; — “ Capita lihon nrtirlo of wealth, the result 
of liumnn exertion, em}iloyed in the jiroiliictioii or di.stribution of wealth." John 
Stuart Mill said : — “ Whnt ca])ital does for production, is to iiiford tho shelter, pro* 
tcction, tools and materials which the work requires, and to feed and otherwise main* 
tain the labourers during the process. Whatever things arc destined for this use arc 
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ATP. E, 3. In some countries however, and especially in Germany and Austria, there 

has been some tendency to confine capital (from the social point of view) 

secondly auxiliary or instrumental capital. It is argued that in oitlcr to keep clear 
hwt not® contrast between produeliun and consumption, nothing which ontorH 
supporting directly into consumption should bo reprded as a means to production. But 
labour. ' there appears no good reason why a thing should not be regarded in a twofold 
capacity^ 

Jt is further argued that those things which render tlieir services to man 
not directly, but through the part which they play in preparing other tilings 
for his use,' form a compact class; because their value is derived from that of 
the things which they help to produce. There is much to be said for having a 
name for this group. But there is room for doubt whether capital is a isiod 
name for it; and also for doubt whether the group is as compact as it appears 
at first sight. 

Thus we may define instrumental goods so as to incluilc tramways and 
other things which derive their value from the pi-rsonal serrice.s whieli tliey 
render ; or we may follow tlic example of the old use of the phrase productive 
labour, and insist that those things only arc properly to be regarded as inst ni- 
mcntal goods the work of which is directly embodied in a material product. 
The former definition brings this use of the term ratlier close to that discussed 
in the last section and shares with it the demerit of vagueness. The latter is a 
little more definite : but seems to make an artificial distinction where nature 
has made none, and to he as unsuitable for .scientific puqioscs as the old defini- 
tions of productive labour. 

To conclude : — From the abstract point of view the French definition, 
advocated by Profi‘s.“or Fisher and others, holds the fiifid without a rival. A 
man’s coat is a stored up product of past efforts and sacrifices destined as a 
means to provide him with future gratifications, jnst as much as a factory is ; 
while both yield immediate shelter from the weather. And if we arc seeking 
a definition that will keep realistic economics in touch with the market-place, 
then careful account needs to lie taken of the aggregate volume of thasc things 
which are regarded as capital in the market-place and do not fall within the 
limits assigned to '* inlerniediatc ’’ products. In ease of doubt, tlint course is 
to be preferred which is most in accordance with tradition. These were the 
considerations which led to the adoption of the twofold deliuilioii of capital, 
from the business and the social point of view, given above.® 


capital." tVe sliatt have to return to tins com cption of capital in conncciion with tlio 
Bo-cattcil Wages Fuivl doctrine; see .Xppcndi.'c .J. 

.4s Held rcniarkod, the practical problems wliich wero prominent enriy in llie lust 
century sugacfited some such conception of ca]>ital as tins. People were anxious to 
insist tlint tlio welfare of llio workine riassc-a depended on a provision of tlic means of 
employment and sustenance made beforehon'l : and to emphasize tins dangers of 
attcmjiting to make employment for them artiJicialJy under tlio extr-jvagnnce of tlie 
Protective system and tlio old Poor-law. Held’s point of view lias been developed 
with great acumen in Cannon's suggestive and interesting Prodvction wul Diilrihuhou, 
1776-1848 : though some of the utterances of the earlier economists seem capable of 
other and more reasonable interpielations than tbose whieli lie assigns to them. 

I For an nrgumc'nt to thiselfoet, and an exeelkul discussion of tbo difiiculties of 
the whole subject, sec \\ agner, (Irundleguitg, iicl. 3, pji. 31.1-8. 

* See II. IV, 1. 5. Tlio connection of tiio produeiivencss of capital with the 
demand for it, ond of its prospcctivencss with the supply of it lios long been latent in 
men’s minds; though it lias lieen much overlaid by oilier considerations, many of 
wliieh ap]>ear now to bo bused on misconceptions. Some writers have laid more 
stress on the Biip]ily sido and others on the demand aido : but the dillci’cneo between 
tliem has often been little more than a difference of emphasis. Tlioso who have laid 
stress on the productivity of capital, ha\x not been ignorant of man’s unwillingness to 
save and ^cririco the present for tlio future. And on tlio other hand, those who h.rvo 
given their thought mainly to the nature and extent of the sacrifice involved in this 
postponement, have regarded as obvious such facts as that a store of the implements 
of production gives manlrind a largely increased pow-er of satisfying their wants. In 
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short there is no reason to believe that the accounts which Prof. Bohm-Bawerk has app. 
dven of the “ naive productivity theories," the '* use theories " etc. of capital and — 
interest would have been accepted by the older writers themselves as well-balanced • 
and romplete presentations of their several positions. Nor does he seem to have 
succepded in Boding a doBnition that is clear az^ consistent. He says that " Social 
capital is a group oi products destined to servo towards further production : or briefly 
a group of Intermediate products." He formally excludes (Book i. ch. vi.) " dwelling 
houses and other kinds of bmldings such as servo immediately for any purpose of 
enjoyment or education or cultuio." To be cozwistent, he must exclude hotels, tr^* 
ways, passenger ships and trains, etc. ; and perhaps even plant for supplying uie 
electric light for private dwellings ; but that would seem to deprive the notion of 
capital of all practical interest. There seems no good ground for excluding the public 
theatre while including the tramcar, which would not justify the inclusion of mills 
engaged in making home-spun and the exclusion of those engaged in making lace. 

In answer to this objoction he urges, with perfect reason, that every economic classi- 
fication must allow for the existence of border liz^ between any two classes, to contain 
things which belong in part to each of the two. But the objoctions submitted to his 
definition are that its border lines are too broad relatively to .the area which they 
inclose; that it conflicts violently with the uses of the market-place, and that yet it 
does not embody, as the French definition does, a perfectly consistent and coherent 
abstract idea. 
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APPENDIX F 

BARTER 1 

Let us consider the case of two individuals engaged in barter. A Las, say, 
a basket of apples, B a basket of nuts ; A wants somo nuts, B wants some apples. 
The satisfaction which B would get from one apple would perhap.s outweigh 
that which he would lose by parting with 12 nuts ; while the satisfaction w hich 
A would get from perhaps three nuts would outweigh that which he would low 
by parting with one apple. The exchange will be started somewhere between 
these two rates ; but if it goes on gradually, every apple that .1 losi's will 
inaease the marginal utility of apples to him and make him more unw illing to 
part with any more : while every additional nut that he gets will lower the 
marginal utility of nuts to him and diminish his eagerness for more ; and rirc 
versa with B. At last .I's eagerness for nuts relatively to apples will no lonucr 
e.xcccd JS’s ; and exchange will cease because any terms that the one is w illing 
to propose would be disadvantageous to the other. Up to this point exehaiiL'o 
has increased the satisfaction on both sides, but it can do so no further. 
Equilibrium has been attained; but really it is not the equilibrium, it is an 
accidental equilibrium. 

There is. however, one equilibrium rate of exchange w hich has some sort 
of right to be called the true c(iuilibrium rate, becaiKse if once hit upon it woulil 
be adhered to throughout. It is clear that if v('ry many nuts were to be L'i^ eii 
throughout for an apple, B would k‘ willing to ilo but little busini’ss; while if 
but very few wore to bo given, -t would be willing to do but little. There 
must be some intermediate rate at which they would be willing to do biisine's 
to the same extent. Supixtse that Ibis rate is six nuts for an apple ; and I hat 
A is willing to give eight ajiples for 48 nuts, wbil(‘ B i.s willing to ri'ti'ive eight 
apples at that rate; but tliat .1 would not be willing to give a ninth a])ple for 
another six nuts while B would not be willing to give another six nuts for a 
ninth apple. This is then the true position of equilibrium; but there is no 
reason to suppose that it will l)e reached in practice. 

Suppose, for instance, that .I’s basket had originally 20 apples in it and 
B's 100 nuts, and that A at starting induced B to believe that he does not 
care much to have any nuts ; and so manages to barter four apples for 40 nuts, 
and afterwards two more for 17 nuts, ,nn(l afterwards one more for eight. 
Equilibrium may now liave Iwn n-ached. there may be no further cxeliange 
which is advantiSgenus to both. A lia.s (i.o nuts and does not care to give 
another apple even for eight; while B. liaving only !!.") nuts, sets a high value 
on them, and will not give as many as eight for another ajiple. 

On the other hand, if B liad been the nion' skilful in bargaining he might 
have perhaps induced A to give six apjtles for lo nuts, and then two more for 
seven. A has now given up eight apples and got 22 nuts; if tlie terms at 
starting had been six nuts for an apple and he had got 48 nuts for his eiglit 
apples, he would not have given up another apple for even seven nuts ; but 
having so few nuts he is anxious to get more and is willing to give two more 
apples in exchange for eight nuts, and then two more for ninu nuts, and then 
one more for five ; and then again equilibrium may be readied ; for B, having 
13 apples and C6 nuts, does not perhaps care to give more than five nuts for an 

‘ See p. 280. 
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apple, and A may be umvilling to give up one of hie few remaining apples for ape. p. 
less than six. 

In both these cases the exchange would hai-o increased the satisfaction of ' 
both as far as it went; and when it ceased, no further exchange would have 
been possible which would not have diminished the satisfaction of at Ica-st one 
of them. In each case an equilibrium rate would have been rcached; but it 
would bo an arbitrary equilibrium. 

Next suppose that there are a hundred people in a similar position to that Xor is the 
of A, each with about 20 apples, and the same dcsiie for nuts as J ; and an ease muoli 
equal number on the other side similarly situated to the original B. Then the better in 
acutest bargainers in the market would probably be some of them on .-I’s side, between 
some of them on B’s; and whether there was free eommnnicatinn throughout two 
the market or not, the mean of the bargains would not be so likely to differ groups, 
very widely from the rate of six nuts for an ajiple as in tlie case of barter 
between two people. But yet there would be no such strong probability of 
its adhering very closely to tliat rate, as wo s.aw was the case in the corn- 
market. In would be fpiite possible for those on the .1 side to get in varying 
degives the better of those on the B side in bargaining, so that after a time 
6500 nuts might have been exchanged for 7<X) apples; and tlien those on the 
A aide, having so many nuts, might be unwilling to do any more trade except 
at the rate of at least eight nuts for an apple, while those on the B side, having 
only 35 nuts apiece left on the average, might probably refuse to part with any 
more at that rate. On the other hand, the B’s might have got in various 
degrees the better of the .I’s in bargaining, with the result that after a time 
1300 apples had been exchanged for only 4400 nuts : the B’s having then 
1300 apples and 5000 nuts, might he unwilling to offer more than five nuts for 
an njjple, while the .I’s, having only seven a])|>Ies apiece left on the average, 
might decline that rate. 1 n the one case equilibrium would be found at a rate 
of eight nuts for an apple, and in the other at tlio rate of five nuts. In each 
case ail equilibrium would be attained, but not llif equilibrium. 

This uncertainty of the rate at wliieh equilibrium is ivachcd depends in- Jiueh 
directly on the fact that one commodity is being bartoivd for another instead of tho un- 
of lx;ing sold for money. For, sinoo money is a general purchasing medium, oertainty 
there arc likely to bo many dealers who can coinenienlly take in, or give out, 
large supplies of it; and this tends to steady the market. But where barter marginal 
prevails a])ple3 arc likely to bo e.vehanged for nuts in one case, for fish in utility of 
another, for arrow s in another, and so on ; the steadying infiuences which hold one of thu 
together a market in which value.s are set in money arc absent ; and we arc jjS"'’ 
obliged to regard the marginal utilities of all commodities as varying. It is j^^ieoriy 
however true that, if nut-growing had been a chief industry of our barter- constant, 
district, and all the traders on both sides had large stoivs of nuts, while only 
the ,1 ’b had ajiples; then the exchange of a few h.andfiils of nuts would not 
have visibly affected their stores, or changed apptveiably the marginal utility 
of nuts. Ill that ease the bargaining would have resembled in all fimdamentals 
the buying and selling in .an ordiiiaiy coin -market. 

Tims, for instaii'e, let a single .1 with 20 apples, bargain with a single B. 

Let .1 be willing to sell 5 apples for 1.5 nuts, .a sixth for 4 nuts, .a seventh for 
5, an I'iglith for (1, a iiiiitb for 7 and so on; the intirginal utility of nuts being 
always constant to him. so that he i.s just willing to sell the eighth for 0 and so 
on, w hether in tho otirlier p.ail of the trade he has got the better of tho bargain- 
ing with B nr not. Meanwhile let II he willing to pay 00 nuts for tho first five 
apples rather than go without them, 9 for a sixth, 7 for a seventh, 6 for an 
eighth, and only 5 for a ninth ; the marginal utility of nuts being constant to 
him, so that he will just give 6 nuts fortlu* eighth apple whether ho has bought 
the cariiot apples clica])iy or not. In this case the bargaining must issue in 
tho transfer of eight apjiles, the eighth apple being given for six nuts. But of 
course if A had got the hotter of the bargaining at first, ho might have got 60 
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irr.r. or 60 nuta for the first seven apples; ivhile if £ had got the bettor of the baf- 
gaining at first, ho might have got the first seven apples for 30 or 40 nuts. 

* This conesponds to the fact that in the corn-market dicrisssed in the teit, 
about 700 quarters would be sold with a final rate of 36s. ; but if the sellers 
had got the best of the bargaining at first, the aggregate price paid might he a 
good deal more than 700 times 36«. ; while if the buyers had got the better of 
the bargaining at first, the aggregate price would be a good deal less than 700 
times 36s. The real distinction then between the theory of buying and selling 
and that of barter is that in the former it generally is, and in the latter it 
generally is not, right to assume that the stock of one of the things which is in 
the marW and ready to be exchanged for the other is very large and in many 
hands; and that therefore its marginal utility is practically constant. See 
Kote XII. bis in the Mathematical Appendix. 
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THE INCIDENCE OF LOCAL RATES, WITH SOME SUG- 
GESTIONS AS TO POLICY 


§ 1. Wo have seen ® that tlic incidence of a new local tax on printing would app. g, 1. 

differ from that of a national tax mainly by causing such parts of the local 

printing industry as could conveniently migi’ate beyond the boundaries of the T*'?. 
local tax to do so. Those customers who needed their printing to bo done in o”™ll*bral 
the locality would pay rather higher for it. Compositors would migrate till taxes is 
only enough remained to find cmplojuneiit locally at about the same wages as influenced 
before; and some printing offices would be transferred to other industries, fiytlio 
The mcidenee of general local rates on immovable proix-rty follows different 
lines in some respects. Tire power of mi;p-ation kyond tire boitudaries of tho population 
rates is a very important factor here, as in the case of a local tax on prinling, and by the 
But of perhaps evengi'eateriiuport.anceis thcfact that a largo part of the local manner in 
rates is spent in ways that conduco directly to the comfort of those very ivsi- 
dents and workers in the locality, who might olherw ise be driven aw ay. Hero j 
two toehnical terms are needed. 0)wous rates arc those which yield no com- 
peneating hcnclit to ihr jrersoris who pay them. An exteeme case is that of mtea. 
rates devoted to paying inlerest on a loan incurred by a municipality for an 
enterprise wliieli failed and 1ms been abandoned. A more representative case 
is that of a poor-rate levied mainly from the well-to-do. Onerous rates tend 
of course to drive away tliose persons on whom lliey would fall. 

On the other hand bciujirinl or rcmmici-atirc rate.s are those spent on light- Bemficial 
ing, draining, and other puiposes; so as to supply (lie people who pay the orremw- 
rates with certain neee^wii ics, comforts and luxuries of life, which eiin be”'™**’'* 
provided hy the local authorily num- cheaply than in any other way. Such ™ 
rates, ably and honestly administeml, may confer a net benefit on those who 
pay them; ami an inerea'C in them may attract ])oi)ulation and industry 
instead of repelling it. Of course a iwlc may be onerous to one class of tho 
population and beneficial to another. A high rate .spent on providing good 
primary and secondary schools may attract artisan residents, wliile repelling 
the well-to-do. " Services w liieli are prejiomler.inlly Natioiuil in elmraotcr ” 
aro “genciully onerous'’; while "those which an- preponderantly Local in 
character generally confer uiiun ra(e-p.ners a diivtl and ix culiar beneliL more 
or less commensurate with liie burden.'’ ’ 


But (he term " rate-iiayer " needs to be interpreted differently in regard 
to different kinds of local e.vpendilnie. Itates spent on watering the streets 
arc remunerative to tlie oeenpier; but of eour.se those .spent on ])ermancnt 
improvements jiild only a part of tlu'ir ivlurn to him: tho greater part 
accrues in tho long run to the latidlunl. 

The occupier generall}' rogard.s the rail's wliieli aiv collected from him as Extent to 
forming a single aguregatc with his rent ; but he makes his reekoning also for wliich it 
the amenities of life which are secured by remunerative local expenditure of 
rales : that is he tends, other things equal, to select districts in which tho 


1 Sec p]). 373 nml 318. 

* Above V. IX, 1, This Appcmllx is largely Imscil on the Moniorandiim there 
mentioned. 

* Final Report oj Ruyal Commmiou on Local Taxation, lOOli p. 13. 
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*pp^2. jjf rents and onerous rales is low. But there is great difliculty in 

that the estimating tlie extent to which migration is actually governed by this considcra- 
ocenpier yion. It is probably hindered leas than is commonly supposed by ignorance 
ia mobile, ^nd indilTcrenco. Jlut it is niueh hindered by the special reijuiR-ineuls of eiu'li 
individual. Low rates in Devonshire will not draw there people who jnefer 
■ London life ; and certain classes of manufacturers have practically little choice 
as to the place in which they settle. To say nothing of personal and business 
tiosf the ti'iiant is further hindered by the oxpi'nse and trouble of moving : 
and, if that were the equivalent of two years’ rent, he would lasc by moving 
unless the advantage which he secured in rates amounted to two shillings in 
the pound for thirty j'cars. When, however, a person is ehanging his abode 
for any reason, ho ia likely to allow their full weight to all considerations as 
to the preaent and prospective rates in different localities, which may be suit- 
able for his purpose. 

The mobility of the working classes is, in some respects, greater than that 
of the well-to-do; but, when rales are compounded, friction sometimes acts 
on the, side of the tenant, and delays the t ran.sfurence to him of his share of 
new burdens. The manufacturer ia often affected as much by the rates on his 
workmen’s dwellings as by those on his own premises : and though high rates 
may bo among the causes which have driven some niamifaeturers out of large 
towns, it is doubtful whether, when economically administered, they have had 
much net effect in this direction. For most new cxpimdilurc from the rates, 
when under able and upright management, materially increases local comforts 
or lessons local diaeomforts from the joint of view of the w orkpeo])h>, if not of 
the manufacturer himself. Further, although the balance of evidence goes to 
show that le.s.sees consider carefully the and probable immetliate future 

of local rates, yet they cannot sec far ahead, and they seldom oven try to do so.t 
DifficulticB Any analysis that is offered of the ineidenee of rates, must be taken to refer 
of pro- to general tendencies rather than actual facts. The causes whieli ])revent 

diction these tendencies from Ixdng ajiplied in j)rc'dieti()n resemble those w Inch nvevent 

clmncoB inathematieal reasonings from being api)lic'd to the cuiii'se of a ball on tlin deck 

are rapid, of a sliip that is rolling and jntchiiig in cross seas. If the shij) would hut slay 

andadjust- at ono inclination, the movement of the ball could be calculated. But before 
ments are any one tendency has had time to jiroduec much re suit it will have ceased to 
Blow. exist, and its successor cannot be predicted. .Just so, though eetmomisls 
settled once, for all. nearly .a century ago. t]ii> general tendeiieie.s of the shining 
of taxation; yet the relative weight of onerous lutes in dilleient ])lac.-es often 
changes so rajiidly that a tendency may make but little headway before it is 
stopjicd off, or even reversed, by ebangi'S which euniiot hec predicted. 

The tenn |i 2. ^\'e have already seen that the ground rent which a builder is willing 
building to pay for any site is governed by bis estimate of the additiciiial v.alue wbieb 
value. ^jjat ^.jii piy^. jy ijjy erected on it. Jkforc taking the lease bis 

cajwlal and lliat which he will iKirrow for the iiui'po.se is " five "’ and ex[)re.ssed 
in terms of money. The anlk ijiated inecinie fnini his investment is exjiressed 
also in money. Be sets on the one side his outlay for building; and on the 
otlicr side, the exees-s of the 11.11101 value of the building with its site over the 
ground rent to wliieli he is about to eoinmil himself, lie works out— jieihajis 
roughly and by instinct rather than delinitc arilbmelieal ealeulations- Hie 
present (discounted) value of this e.xccss for the (say) !I‘J years of his lease. 
Finally he takes the lease if he 8|.<‘S hfa way to a good margin of prolit ; and 
no bettor ojiening for his enterprise is at liand.® 

‘ A good deal of ovidenco ou tlicsc points was taken by tho Commission jiisl 
namod (}i, 6 j 5» n. 3). 

“ Sec al)ovc, V. xi. 3 and 8. The builder poncrally looks to sell his lenso before 
much of it Imri run out. 15ut the prieu wliich he expects to fjet is tho ftliscounletl) 
excess of tho rental value of the pro)H:rly over tlie ground rent for tho reiniiiniiur years : 
and tlioreforc tho substance of his etileiilutionH ia nearly tho samo as it ^\ould bo if ho 
intended to koop the property in his own hands. 
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He contrives to the best of hia ability that the site and the honse (or ofcbor app. a, 
building), which he puts upon it, shall be permanently appropriate the one to *• 
the other. In so far aa ho succeeds, the rent of the property at any futui-c 
time is the sum of its annual site value and the annual value of tlie building : 
and this he expects to yield him full profits on hi-s out lay, allowing for insurance 
against the risks of a rather hazardous industry. This second jiarl of the rent 
is commonly, though perhaps not u-ith strict propriety, called the (annual) 
building value, or the building rent of the bouse. s 

As time goes on, the purchasing power of money may chiinge ; the class of If a 
house for which that site is suitable is likely to change; and tho technirine of lauiding 
building is certain to be improved. Consequently the total annual value of 
the property at a later date consists of its annual site value, together with priSo^o 
profits on the coat of building a house giving accommodation equally desirable ua site, 
at that date with the existing house. But all this is subject to tho dominant the wliolo 
condition that the general character of the house has remained appropriate to vduo may 
its site : if it has not, no precise statement as to the relation between total t tho 
value, site value and building value can be made. If for instance a warehouse gjto. 
or a dwelling house of quite a different character is needed to develop the full 
resources of the site, tho total value of the property as it stands may bo less 
than its site value alone. For tho site value cannot bo devoloiicd without 
^ pulling down those buildings and erecting new. A)id the, value of tho old 
material in those buildings may be less than the cost of pulling them down, 
allowance being made for tho obstruction and loss of time incident thereto. 

§ 3. Aa between two buildings equally eligible in other respects, the Onerous 
occupier will pay for that w Inch has the hotter situation an annual sum equiva- 1 ?:™“ 
lent to its special advantages : but he does not care what part of this sum “aeoTar ’ 
goes as rent and what as taxes. Therefore merons taxes on site values tend as tore. 
to bo deducted from the rental which the owner, or lessee receives : and they soon, oro 
are accordingly deducted, in so far as they can be foreseen, from tho ground deducted 
rent which a builder, or anyone else, is willing to pay for a building lease, buch . 
local rates aa aro remunerative, are in the long run paid by tho occupier, but 
are no real burden to him. The condition “ in the long run ” is essential : for now leases, 
instance, rates levied on account of inteivst and sinking fund on a town im- 
provement, which will for several yeare to come disturb tho public thorough- 
fares, and yield none of its good fruit, will be onerous to thcoccu|)iiT, if he ))ays 
it. In strict justice it should be deducted from his rent ; because when the 
improvement is in full working order and especially w hen the debt has been 
paid off, so that tho rate in question lapses, the owner of tho projsTly will reap 
the benefit of tho onerous rates levied on account of it from the first.* 

§ 4. Taxes on building values arc on a different footiiig. If uniform all Taxes on 
over the country, they do not alter the differential advant ages of favounsl sites ; building 
and therefore do not — dircctly at least — make the builder or anyone else less 
willing to pay a high ground rent for a good siU'. If they ate so heavy as 
materially to narrow the area of ground built upon, they will indeed lower 1 he coiuilry, 
value of all building ground : and special site values will fall with tho n st. i iumut bo 
But their effect in this direction is so small, that no great error is made by .say- cvailcd by 
ing that uniform taxes on building values do not full on 1 he ground owner. *, 

The builder, in so far as ho anticipates such taxes, adjust his plans to them : 
he aims at putting up buildings of only such expense as ean he let to tenants lur as lie 

* This assumes that tlio Innd is assisiscd to llio tax ut the same iimoiint, wdiatcver 
the uso to wlik ii it is put. Tim case oi an extra tax fur a spci ial use can be treated as 
in V. X. 0. If agrieuitural iaiid wore exempt from tlm lux, tlien tiiu tenant of a liousc 
or factory in tlio country wouid est-opo tlutt part of the situ tux wliicii is assessed on 
tiio excess of the value of tlio Iniai for biiililing uses over its value for agriuLdture, 

This might slightly increase eoncciitration In towns, and thus taka a littio from the 
buislen on site owners in tliem : but it would not materially afioet tlio values of sites 
in tlio centre of towns, ilec also below § G. 
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App. 0 , s. at rents that will yield him normal profits ; while the tenant pays the rates. 

He may of course miscalculate. Butin the long run builders as a cla.ss, like 

iMs'ea * other able business man, are nearly right in their calculations. And in the 

pensive fun, uniform taxes on building values fall upon the occupier ; or at the last 

building, on his customers if he uses the building for trade purposes, and his competitors 
are subjeet to similar rates. 

Itemunera- But the case is quite different in regard to special high onerous local rates 
tivo rales on hjilding values : and here comes in the chief difference between the incidence 
c^B6 national taxes on immovable property and local rates on it. Remunerative 
no net expenditure from the rates, which adds more to the conveniences of life than 

burden, the equivalent of its cost, do not of course repel the occupier; that part of 

them which is assessed on building values is paid by him, hut is no real burden 
on him ; as we have seen in the case of remunerative rates on site values. 


Exception- But that part of the rates on building values which is onerous, and in 
ally oMr. gjeesa of corresponding charges in other localities, does nol fall mainly on the 
onb^diuK Any exceptional pressure will cause them to migrate beyond its 

values * reach in sufficient numbers to rodueo the demand for houses and other buildings 
tend to bo in the locality, till the burden of these exceptional rates falls upon the les'is s 
sliifted on or owners. Builders therefore, in so far as they can foresee the future, deduct 
lADi^me equivalent of these exceptional onerous rates on building values, together 
way as if taxes on site values from the ground rent which they are 

assessed on Willing to pay. 

sitovolues. But the eases, in which great deductions of this kind are made, are not 
Grave in- numerous and important, h’or permanent inequalities of onerous rates, 
equalities though considerable, are leas than is commonly thought : and many of Ihciii 
latra*™”* ^ ™ accidents which cannot easily be foreseen, such as misinaiiaL'enieiit 

seldom ® Particular group of local administrators. There is indeed one broad and 

last long, perliapa permanent cause, which throws its shadow before, namely the ten- 
dency of the well-to-do to move away from crowded districts to roomy and 
fashionable suburbs : thus leaving the working classes to bear an undue share 
of the national duties towards the very poor. But no sooner does this evil 
become conspicuous, than legislation is invoked to remedy it, by widening 1 lie 
areas of rating for some purjwses, so as to include poor and rich 'districts under 
the same budget ; and in other way's. 

Specially ‘s of greater importance to rememlxT that exceptional onerous rales on 

rate™inouo values, while tending to lower site rents, and to lower the ground 

district are in the districts to which they apply, are not as groat a 

a bounty burden on the whole body of owners of land as seems at first sight, k’or niiieh 
to ground of the building enterprise, which is checked by such rates, is not destroyed but 
other dUtricts, and raises the competition for new building leases 


Old rates 
and taxes 
established 
before the 
sale of a 
properly 
are no 
burden to 
the pur- 
oliuaer. 


The evila 
of sudden 
great 
changes 
in rates. 


§ S. The incidence of a long-established rate is little affected by' its being 
collected from the tenant, and not from the owners; though it is vitally 
affected by the proportions in which the rate is assessed on site and building 
values respectively. On the other band, the ineidence for the first few years 
of an inerease in onerous rates is much affected by the mode of collection. 
The occupier bears more of the new burden than he would if part of the rati s 
were collected from the ow'ners, or he were allowed to deduct a part of them 
from his rent. This applies only to neighbourhoods that arc making progi’css. 
u here the population is receding, and building has cea.srd, onerous rates tend 
to press upon owners. But in such places economic friction is gnncrallv 
strong. 

It seems probable that the total pressure of onerous rates on the enterprise 
of building speculators and other interim owners is not very groat ; and that 
many rates, of which they liavc (»mplainod, have really enriched them. But 
vicissitudes of the rates increase slightly the great risks of the building trade, 
and inevitably the community pays for such risks more than their actuaiial 
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equivalent. All this points to the grievous evils which arise from great and app. q, 6. 

sudden increases in the rates, especially in r^ard to promises the rateable value 

of which is high relatively to the net income of the occupier. • 

The trader, especially if a shopkeeper, is often able to throw some part of The 
the burden of his rates on his customers, at all events if ho deals in things which mss of 
cannot bo easily got from a distance. But the shopkeeper's rates are very Iteshop- 
largo relatively to his incoinc ; and some of that expenditure from the rates, 
which is remunerative from the point of view of h ell-to-do residents, aijxsars 
onerous to him. His work belongs to that group in which economic progress 
is raising supply relatively to demand. A little wliilc ago his remuneration 
was artilicially high, at the expense of society ; but now it is falling to a lower 
and perhaps more equitable level, and ho is slow to recognize the new conditions. 

His mind fastens on the real injuslico which ho suffers when rates are suddenly 
raised much; and he attributes to that some of the pressure on him which is 
reallj' due to deeper causes. His sense of injustice is sharpened by tlic fact 
that he does not always bargain on quite even terms with his landlord ; for, 
to say nothing of the cost of fixtures and the general expense of a ehange, ho 
might lose a great part of his custom by moving to equally good premises even 
a little way off. It must however be remembered that the shopkeeper does 
migrate sometimes, that his mind is alert, and he takes full account of the rates; 
and thus, after a few years, he shifts the burden of onerous rates on to the 
owners and customers more fully than a man of almost any other class does. 

(The hotel and lodging-house keejx-r may rank here with the shopkeeper.) 

§ 6. Land near to a growing town,which is still used for agriculture, may The 
yield very little net rent : and yet be a valuable property. For its future assessment 
ground rents arc anticipated in its capital value ; and further its ownership vacant 
is likely to yield an income of satisfaction outside of the money rent received 
for it. In this case, it is apt to bo under-assessed even when rated, at its full capital 
rental value ; and the question arises whether it should not bo assessed at a valua, 
percentage on its capital value instead of at a percentage on its rent. 

Such a plan would hasten on building, and thus tend to glut the market for 
buildings, Therefore rents would tend to fall, and builders would bo unable 
to take building leases on high ground rents. The change would therefore 
transfer to the peojilc at large some part of " the public value ’’ of land w liich 
now' goes to owners of land, that is built upon or is likely to be built upon. 

But unless accompanied by energetic aelion on the part of urban authorities in 
planning out the lines on which towns should grow, it w ould result in hasty and 
inappropriate building: a mistake for which coming generations would pay a 
high price in the loss of beauty and iwibaps of health. 

The principle which lies at the base of this scheme is capable of larger and a par- 
application ; and somethin!: may he said as to one suggestion of an extreme tial trans- 
character, whieh has recently attracted some attention, to the oifeet tliat in ferenco of 
future rates should bo assessed mainly or even wholly on site values, with little "j^ants 
or no reference to the value of the building. Its immediate effect would bo ireaorally 
an addition to the value of some proitertics at the expense of others. Infrombmld- 
particular it would raise the value of high and exixuisive buiUlings in districts ing values 
in whieh the rates wero heavy, even more than thnsi' in whieh they were low; to site 
bccau.so it would afFord relief" from a greater burden. But it would lower the 
the value of low obsolete buildings on largo sites in heavily rated districts. ,,orkweU. 
After a time, the amount of building put upon a silo would vary generally, 
subject to the bylaws, with its advantages of situation; instead of as now partly 
in proportion to these advantages, and iKirtlv' inversely as the rates. This 
would increase concentration and tend to raise gross site values in advantage- 
ous districts : but it would also increase the aggregate cxjjendituro from the 
rates; and, as this would fall on site values, the not site values might be very 
low. Whetber on tlic whole the concentration of population would bo 
increased, it is difficult to say : for the must active building would probably 
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APP. o, bo in the suburbs, where vacant knd no longer escaped heavy rating. Mneh 
7, 8- would depend on the building bylaws : the concentration might be much 

lessened by a rigorous rule tliat there should be a largo free space at (he back 

as well as in front of all high buildings.^ 

Rural § 7- Keferenee has already been made to the latent jjartnership betwc'en 

rates.' tenant and landlord in British agriciilhm! gmierally.® ('onijietition is less 
effective in rural than in urban districts. But on tlic other hand the eontrihu- 
tionS“which the landlord makes to the effective capital of the farm are elastic, 
and liable to variation according to the at ress of circuinstances. Tlvse adju.st- 
ments obscure the incidence of agricultural rales, as the eddies of wind rusliiiig 
past a house will often carry snow -flakes upwards, overbearing, but not destroy- 
ing, the tendency of gravitation ; and lienee arisi's the eommon saying t hat ( I'le 
farmer will pay both his and the landlord's share of new rates, if the competi- 
tion for farms is strong ; while the landlord w ill paj' all, if be has reason to 
fear that farms will be thrown on his bands. 

However, rural populations probably bear less onerous rates than is com- 
monly supposed. 'They have gained by improved police servici'. and (he aboli- 
tion of turnpikes, and they have increasing access to advantages piircliased hy 
rates in the. neighbouring towns, to wbicb they do not contribute, and wliieli 
are generally much higher than their own rates. In so far as tlie rates arc 
remunerative in the immediate present, they are no net burdi'ii to the oeciiiiier, 
though he pays them. But rates arc a considerable percimtage on the farmer's 
net iiioome ; and the burden on liiin is apt to be heavy in thfiai- very rare eases 
in which onerous rural rates are increafsed greatly. As already indicated, an 
onerous rate confined to one district is likely to press more heavily on the local 
landlords and farmers than if general throughout the country." 

Reasons § 8- This volume is mainly occupierl with seientiiic in(|nii i('a; hut yet not 
tor depart- without some glances at the practical issue.s, which supply a motive to econu- 
ing from mic studies.'' And here some consideration of poliev seems desirable in I'cgard 
the general tg 

For all economists an- agived that land in an old country l•(•.s(■mhles 
volume of wealth in many resix'Cts, and that it differs in others ; and in 

and some recent controversial writings there has appeared a tendency to reli-gate 
apjAying the jjoints of diffeifiice to a secondary plact', and to give almo^t exehisivo 
these eon- prominence to those of similarity. A mcKlerate tendency in that ditvelion 
might be judicious, if the isiints of similarity alone were of high imjtortanee 
practical urgent practical issues. But the euntrary is the fact. .And theivfore it 
issues. may be well to consider some great issues of administralivc linaneiu in wliieli 
a leading part is played by those attributes of land w hieh aiv not largely shared 
by other forms of wealth. But first a little must be said ns to equity. 
Particular Wlicn a sjiecial tax is levied for a |)artieuliir purpose and the ease is not 
remunora- one for any interference by public authority with exi.sting riglits of ownership — 
tive rates as, for instance, when an arterial system of land drainage is eivateil — the 
to bo owners of tlie properties to lie iH-nelited may fitly be assessed on the " joint 
ioparalcly, pfinciiile,” according to wliieli calls ain made from shareholdi-rs in 
onerous ’ ’ proportion to their stake in the common venture'. 'I'he eipiity of every siieli 
charge must be judged separately. Jhit on the other liand ail onerous ta.xes 
' I'or iiist.incc su[i[iuse an iirca of ii riiilliim wpiuiv fi't-l (n I,,, r o\ereil willi rmvs of 
liarallcl IniiltliiiL'S to feet tiigli nist 4ll fei-i ilcop; a liylaiv, llint tlie sky must suhli nil 
half o right angle at tlio gruunil looking straight liack us well as front, will eiiu.se the 
distance hetwoen eacli row iiml the next to be 40 fi-et : and tlic aggregiilc vnliiiiie of 
building will ho 4u foot iiniltiplicHl into half tlie total area, i.r. 2n,niii),01l0 ciiliii; fci'l. 
Now suppose tlie height of llic Imildinga to bo trcblisl. Viider the .suine bylaw, llio 
distances between the rows must bn 12U feet : and, on the supposition llmi it is nut 
convenient to increase tlio dcptli of tlin houses beyond 40 feel tlie nggregnte volume of 
building will hri 120 feet iniiltiplieil into n <|iiiirter of the lotiil iiren, that is, 30,1100,01111 
cubic feet. Thus tlic total aeeoinmodntion will he increased by only one half ; insteiiil 
of being trebled, as would hove been tho cuso if tbu old distances of 40 feel belneeii 
tlio rows bud been maintained. 

* See VJ. X. 10. s Heo aliovc, p. 303. 


* See 1. iv. 2-4. 
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and rates must bo judged in equity us a whole. Almost every onerous tax .trr. a. 8. 
taken by itself presses with unduo weight on some class or other ; but this is — 
of no moment so long as the inequalities of each are compensated by those Of 
others, and variations in the several parts synchronize. If that difficult eon- ns a whole, 
dition is satisfied, the system may be equitable, though any part of it regarded 
alono would be inequitable. 

Secondly, there is a general agreement that a system of taxation should be Taxes on 
adjusted, in more or less steep graduation, to people’s incomes : or bettoMstill houses are 
to their expenditures. For that part of a man’s income, which he saves, eon- roufth^ 
tributes again to the Exchequer until it is consumed by expenditure. Consc- g”]*" 
quently, when considering the fact that our present system of taxation, general penditure 
and loeal, beara heavily on houses, it should be remembered that large expen- and oqui- 
diturc generally requires large hou-sc-i-oom : and that while taxes, and cspeci- table in 
ally graduated taxes on expenditure in general, present great teohnieal diffi- 
eulties to the lax collector; and further cost much more to the consumer 
directly and indirectly than they bring into the revenue ; taxes on houses are 
technically simjilc, cheap in collection, not liable to evasion, and easy of 
graduation.* 

But, thii-dly, this argument docs not apply to buildings other than houses. But heavy 
And for that reason it may be equitable to tax shops, warehouses, factories, taxes on 
etc. on a lower scale than houses, at all events as far as new rates are concerned : P™‘ 

the burden of old rates is already shifted from the occupiers of business 
premises partiv on to their landlords and partly on to their customers. This only in so 
process of shifting is constantly going on; and therefore no great hardship tar as 
would be inflicted on the trading classes in urban di.5tricts if they were charged they are 
at once with a farthing for every penny of new rates ; while a part, or the whole, 
of the remaining three farthings were left to be added to their burden gradually 
by small annual percentages. It may bo that some such plan will he necessary, cannot bo 
if the expenses of urban local goveminent continue to increase fast. shifted 

These considerations lead us to ie]x:at that, whether in an old or a now quicldy. 
countiy, a far-seeing statesman will feel a greater responsibility to future Tho 
generations when legislating as to land than as to other forms of wealth; Bt.rtcsman 
and that, from tho economic and from tho ethical point of view, land must 
everywhere and always bo classed as a thing by itself. If from the first the gjjgu 
State had relaincd true rents in its own hands, the vigour of industry and responsi- 
aceumulatioii need not have been impaired, though in a very few eases the bilitiesin 
settlement of new countiios might have been delayed a little. Xotbing at all ffj'g 
like this can be said of tlie incomes derived from pro]ierty made by man. But 
tho very greatness of tlie public interests concenied makes it specially necessary 
to bear in mind, w hen discussing the equities of the public value of land, that 
a sudden appropriation by the Stale of any incomes from property, the private 
owncrslilp of a hicli had once been reet^nized by it, would destroy security and 
shake the foundations of society. Sudden and extreme measures would bo 
inequitable ; and partly, but not solely for that reason, they would bo im- 
business-like and even foolish. 

Caution i.s necessary. But the cause of high site values is that concentra- 
tion of population, wliich is tlireateiiing a scarcity of fresh air and light and 

* In old limes liie a hiduws of a hoiibc aero (aken as reproeentntivo of tho hooso, 
and were taxed heavily : but the tax clhl not strike, and was not intended to strike, 
persons us ownora niul users of windows only; it was intended to stiiko them, anil did 
strike them, ns on urns imd users of houses. And, just ns the window is n more or loss 
gootl rejiresenlutii e of the house; so the house is n represeiltutive, porhups a hotter 
represeiitatiie. of n iiuliiiu seals iiiul style of household expendituro in general; 
and when liouses nro tiixed, th(> tux is, uiid is intended to bo, a tux upon the ownership 
and iiBO of the moans of liiing in eeilniii general conditions of comfort and social 
position. If jiurt of the tnv ussi ssed on houses wore rimiovod, and tho dofieit made up 
by taxes assessed on furniture uud indoor servants, tho true incidence of tho taxes 
would bo nearly the same as now. 
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playroom so grievous as to lower the vigour and the joyousness of the rising 
generation. Thus rich private gains accrue, not merely through causes which 
are public rather than private in their character, but also at the expense of one 
of the chief forms of public wealth. Large expenditure is needed to seeuro air 
and light and playroom. And the most appropriate source from which tliat 
expense can bo defrayed seems to bo those extreme rights of private property 
in land, which have grown up almost imperceptibly from the time when the 
]sing,*’rcprcscnting the State, was the sole landowner. Private persons were 
hut landholders subject to the obligation to work for the public wellbeing : 
they have no equitable right to mar that wellbeing by congested building. 

§ 9. Accordingly the following practical suggestions seem to emerge ; — 
As regards old rates a sudden change in the person from whom they are col- 
lected seems unadvisable ; but additional rates should, as far as may be con- 
venient, bo oolleeted from the person on whom they are ultimately lo fall ; 
unless, like the income tax under Schedule A, they arc collected from the tenant 
•with the instniction that they arc to be deducted from liis rent. 

The reasons for this arc that nearly the whole of that part of old rates, 
which is assessed on public or site value of land, is already borne by owners 
(including lessees, so far as those rates go, ■which, though old, were not antici- 
pated when their leases were taken) ; and nearly all the remainder of it is borne 
by tenants or their customers. This re.siilt would not be very greatly disturbed 
by allowing the tenant to deduct a half or even the whole of his rates from 
his rent : though such a law would run some risk of handing over some of tho 
property of the owners to leasees, who had reckoned for paying tliose old rates 
when taking their leases. On the other hand, a provision for the division of 
new. that is additional, rates would have great advantages ; the oeeupier 
whether of a farm, of business premises or a house would deduct one lialf of 
the new rates from his rent ; his immediate landlord would deduct in propnrt ion 
from his payments to tho superior holder next to him; and so on. And in 
addition now local taxes on business promises of all kinds might be assessed, 
as has just been suggested, at less than full rates in the first instance; and 
gradually increased. By these provisions farmers, shopkeepers and otlier 
traders would bo relieved from the occasional injustice, and the constant fear 
of injustice, which are now associated with sudden, disproportionate additions 
to tho public burdens tbrou'n upon particular classes. 

In regard to site values, it would seem well to rule that all land, whether 
technically urban or not, should be regarded as having a special site value if 
when cleared of buildings it could be sold at even a moderately high price, say 
£200 an acre. It might then be subjected to a general rate assessed on its 
capital value ; and, in addition, to a " fresh air rate ” to bo spent by local 
autiiority under full central control for the purposes indicatod above. This 
fresh air rate would not be a very' heavy burden on otvners, for a good deal of it 
■^vould bo returned to them in the form of higlicr values for those building sites 
which remained. As it is, the expendituixs of such private societies as the 
Metropolitan Public Gai-dons Association, and much of tho rates raised on 
building values for public improvements, is really a free gift of ucalth to owners 
who arc already fortunate. 

Tor rural and urban districts alike, after reckoning for the initial rates on 
land, the remainder of tbo necessary funds would perhaps best be obtained by 
rates on immovable property, suppleincnted liysome minor local taxes at the 
discretion of the local authorities. Tho Inhabited House Duty might bo 
sn])prcssod, unless it n as needed for any great new expenditure such as old age 
))cnsions : and the main rates might bo graduated as tho present Inhabited 
House Duty is ; but more gently for houses of moderate size, and more severely 
for very largo houses. But no one should be exempted altogether : for so 
long as a person retains the right of voting on tlie levying and expenditure of 
rates, it is not safe that he should wholly escape their pressure. It may however 
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be safe and reasonable to return to him or his children the equivalent *of bis app. a, 0« 

payments in such benefits as will increase physical and mental health and 

vigour, and will not tend towards political corruption.^ • 

^ Tlio recent Commission on Local Taxation tvbs much occupied with the difficulty 
of assessing site values ; and with the oven greater difficulty of making ad tnterim 
arrangements by which an equitable share (whether more or loss) of the rates, which 
were designed m the long run to be paid by the ultimate land-owners, might be trans- 
ferred from the occupiers to lessees. (Sea especially pp. 153-176 of tlio Initial Revort.) 

The difficulty of assessment, though undoubt^ly very groat, is of a kind to be dimin* 
ished rapidly by experience ; the first thousand such asBOBSments might probably give 
more trouble, and yet bo less accurately made than the next twenty thousand. 
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LIMITATIONS OF THE USE OF STATICAL ASSUMPTIONS IN 
REGARD TO INCREASING RETURN 

§ 1. Some hints have already been given of the difficulties which besot the 
theory of equiiibrium in regard to commodities which obey the law of increas- 
ing return. Those hints arc now to be developed a little. 

The central point is that the term “ margin of production ” has no signi- 
ficance for long periods in relation to commodities the cost of production of 
which diminishes with a gradual increase in the output : and a tendency to 
increasing return does not exist generally for short periods. Therefore, when 
we arc discussing the special conditions of value of those commodities which 
conform to that tendency, the term “ margin ’’ should bo avoided. It may bo 
used of course for these commodities as for all others, with regard to a short 
and quick fluctuation in demand; because in relation to such fluctuations the 
production of those commodities, as welt as others, conforms to the law of 
diminishing and not increasing return. But in problems in which the tendency 
to increasing return is in effective force, there is no clearly defined marginal 
product. In such problems our units have to be larger, we have to consider 
the conditions of the representative firm rather than a given individual lirm ; 
and above all we have to consider the cost of a whole process of production, 
Avithout any attempt to isolate that of a single commodity, such as a single 
rifle or yard of cloth. It is true that Avhen nearly the whole of any branch of 
industiy is in the hands of a fijw giant businesses, none of them can be fairly 
described as “ representative.” If tlicso businesses are fused in a trust, or 
CA-on closely combined Avith one another, the tenn “ normal cxpt'iises of pro- 
duction ” ceases to have a precise moaning. And, as Avill be argued fully in a 
later volume, it must be regarded as primd farie a monopoly ; and its proeetluro 
must bo analysed on the lines of Book V. chapter xiv. ; though the last years 
of the nineteenth century and the early years of this haA-e shown tliat cviui in 
such cases competition has a much greater force, and the use of the term “ nor- 
mal ” is less inappropriate than seemed probable a yrmi. 

§ 2. Lot us return to the instance of an increased demand for aneroid baro- 
meters, caused by a movement of fashion, Avhich after a Avhile liad led to 
improved organization and to a lower supply price.* When at last the force 
of fashion died away, and the demand for aneroids was again based solely on 
their real utility; this price might be cither greater or less than the norni.'il 
demand price for tlic corresjionding scale of production. In tlic former case 
capital and labour would avoid that trade. Of the firms already started some 
might pursue their course, though with less net gains than they had hoped ; 
but others Avould try to edge their way into some nearly related branch of 
production that Avas more prosperous : and as old firms dwindied, there Avould 
be feAv new ones to take their place. The scale of production Avould dwindle 
again; and the old position of Cfiuilibrium AA'ould have shoAvn itself fairly 
stable against assaults. 

But now let us turn to the other case, in Avhich the long-period supply price 
for the increased output fell so far that the demand price remained above it. 

‘ Sco p, 382. * See V. xii. i. 
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In that case underlakcrs, looking for\Yard to the life of a firm started in that app. Hj 2. 
trade, considering its chances of pros])erity and decay, discounting its future 
outlays and its future incomings, would conclude that the latter showed 
good balance over the former. CajiiLal and labour would stream rapidly into 
the trade ; and the production might perhaps be increased tenfold before the 
fall in the demand price became as groat as the fall in the long-period supply 
price, and a position of stable equilibrium had been found. 

For indeed, though in the account of the oscillations of demand and sujply Two 
about a position of stable equilibrium, which was given in the third chapter, poaitions 
it w'as tacitly implied, a.s is commonly done, that there could be only one posi- 8 t“blo 
tion of stable equilibrium in a market : 3-01 in fact iiiulcr certain conceivable, brium 
though rare, conditions there can be two or more positions of real equilibrium are theo- 
of demand and supply, any one of which is equally consist enl. witli the general retically 
circumstances of the market, and any one of which if once reached would be possible, 
stable, until some great disturbance occurred.^ 


^ Besides positions of Btalile eqiiilibriiiin, there arc thcorctieQll 3 ' at least positions 
of imstahlo etiuilibrium : they arc tlio dividin;? boundaries between two positions of 
sta^c oquilibrin, tlio waterslicds, so to speak, dividing two river basins, and the prieo 
t ends t o How away from them in cither <liroetioii. 

" TVhen demand and supply are in unstable oqnilihrium, then, if the sralo of pro- 
duction ho ilisliu'bed over so little from its equilibrium position, it will move rapidly 
away to ono of its positions of stnlile eqiiilibiium: as an 
egg if balanced on one of its ends would at the smallest y ^ 

^ako fall down, and lio lenuthways. Just as it is ^ \ a p - os 

theoretically ])os.sihle, hut practicully iinpossihle, that on § 1 ^ ^ 

egg should stand balanced on its end, so it is theoretieiilly 
possible, but pmelically impossil)le, that the scale of 

production slioidd stay balanced in unstablo oquilihritim. ““r- r» 

Tliwa in fig. 38 tlie curves inti’rscci several times and *^1^2 

tho arrow heads on 0.i; sliow the directions in Mhieh, ' ^3 

aecordiim to its situation, R ton<l8 In move along 0.r. 

'J'lds shows that if 11 is at H nr at L and is tllsplaced 
slightly in either direction, it will, as soon as the distnrh* > J lim 1 >, I .1. 
ing causo is ovi r, ix?tuin io the equibhrium ])osition from 0 H U K V L 33 
whiuh it was displafod : but that if it }<> ut K and is 

displaced towards tlie iiLdit, it will cmilmue, even after llu‘ ecKMillon of tho disturhing 
cause, to move to tho litdit till it reiudies L, and if displtieed townnls the left it will 
contiiiuo to move to the left lili it roaches II. That is to Kiy, U and L aiT poinis of 
stablo equilibrium and K is a point of unstable equilibrium. \Vc arc thus brought to 
tho result tljnt : — 

The equilibrium of demand and supply corresponding to the point of inlersoefion 
of tho demand anrl nupply curves is stable or iinsinble aveonling na tho demand curve 
lies above or below llu* supply cairvo just to tho loft of that point; or, which is tho 
same thing, aei-ordiiui ns it lies below or above tho supply curvo just to tho right of 
that point. 

)Vo liavo seen that the demand eurvo is incline<l througliout negative!}’. From 


0 H U K V Lx 

esMidon of the disturbing 


this it follows that, if just to the riuht of any point of intersection the supply cur\’o 
lies al)Ove 1 I 10 tiomand eur\’e; then, if we move oloni; the siippiy curvo to the right, 
wo must necesqurily keep above the demaiul curve till the next point of intersection 
is reached : that is to sny, the point of cquilihrium next on tho light-linnd side of a 
])ojnt of stable ecpiilihriiiin, nnisl lie a ))oint of unstable equilibrium ; ami, it may be 
proved in like manner, that so must the odjaeent point of iuterscclion on tho left-hand 
side. Jn other words, in eases in wltieli the curves cut each other more than once, 


points of stable and uiistiihle e(|iiilibritim alternate. 

Also the last point of intecseetion reaeluMl, as wo move to the right, must l>c u 
point of stable equilibrium. For if the amount produeeil were iuereased indefinitely, 
tho price at wliicdi it could ho sold would necessarily fall almost to xero ; )>ut tho price 
rcqtuivd (o cover the expense uf prodtieing it woidd not sci fall. Therefore, if tho 
supply curve be ))rodueod suiliciejuly fur towai-ds the right, it must at lust lio abovo 
tho demand curve. 


Tho lirst point nf inter.sectioii arrived at nnwc proceed from left to right may bo a 
point oither of stalde or of unslivblo oqtiilibriiim. Jf it be iv point of unstable equili- 
brium, this fact will indic'ato that tho production of the commodity in question on a 
small scale will not remunerate the producers; so tliat its production cannot bo com- 
menced at all unless some passing accident has caused temporarily an lugent demand 



AFP. E, 3. 


Ko great 
violence is 
involved 
in the as- 
sumption 
that the 
list of 
demand 
prices is 
rigid ; 


but the as. 
sumption 
that the 
list of 
supply 
prices is 
rigid is 
inappro- 
priate to 
increasing 
return. 
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§ i. It most however be admitted that this theory is out of touch with rr al 
conditions of life, in so far as it assumes that, if the nonnal production of a 
commodity increases and afterwards again diminishes to its old amount, the 
demand price and the supply price will return to their old positions for that 
amount. 1 

Whether a commodity conforms to the law of diminishing or increasing 
return, the increase in consumption arising from a fall in price is gradual and, 
furtjier, habits which have once grown up around the use of a commoditv n liile 
its price is low, are not quickly almndoncd when its price rises auain. If 
therefore after the supply has graduall 3 ' increased, some of the sources from 
w'hich it is derived should bo closed, or any other cause should occur to make 
the commodity scarce, many consumers will ho reluctant to depart from tlieir 
wonted wavs. For instance, the price of cotton during the American u ar was 
higher than it would have been if the previous low price had not broucht 
cotton into common use to meet wants, many of which had been created l)y 
the low price. Thus then the list of demand prices wliicli holds for llie forward 
movement of the production of a commodity will seldom hold for the return 
movement, but will in general require to bc' rai.scd.® 

Again, the list of supplj’ prices may have fairly represented the actual f,dl 
in the supply price of the thing that takes place when the supply i.s being 
increased; but if the demand should fall off, or if for any other reason, the 
supply should have to be diminished, the supply price would not move hark 
by the course by which it had come, but would take a lower course. The list 
of supply prices which had held for the forward movement would not hold fur 
the backward movement, but would have to bc replaced by a lower sehedule. 
This is true whether the production of the commodity obe,vs the law of dimin- 
ishing or increasing return ; but it is of special importance in the latter case, 
because the fact that the production docs obey this law, proves that its increase 
leads to great improvements in organization. 

For, when any casual disturbance has caused a great increase in (ho luo- 
duction of any commodity, and thereby ha.* led to the introduction of extensive 
economics, these economies are not readily lost, Dcv(5lopmcnts of mc'chanical 
appliances, of division of labour and of the means of transport, and improsed 
organization of all kinds, when thej' have been once obtained are not ivadily 
abandoned. Capital and lalxiur, when they have once been devoted to any 
particular industry, may indeed become depreciated in value, if there is .a 
falling off in the demand for the wares whicli they produce : but lh(“y cannot 
quickly be converted to other occupations ; and their competition w ill for a tiiiK! 
prevent a diminished demand fiom causing an increased price of the wai'e.-!.' 

for the commodity, or lias tcmjior.nily lowewtl the expenses of proiluciiifr it ; or miles., 
somo rntcrprisiiip firm is preparcil to sink much capital in overcoming the initi.il 
difficulties of the production, and iirineiut; out ti'O commodity nt n price whicli will 
ensure Isrsc sales. 

' fiee V, III, C. ® See III. iv. fi. 

* Tlint is, for any backward movement of the amount offered for sale, tlie loft end 
of the demand curve would prohalily need to bo raised in order to make it rein i ..i iit 
the new conditions of demand. 

* For instance, the shape of tlic supply eiirvo in fic. 38 implies timt if tlie waie in 
question were produced on tlie br*ale 01’ onnunlly, the economies introdneed inlo its 
production would be so extensive as to cnablo it to be sold at a price TV, If tlicho 
economies wore oneo effected the eliapo of the curve AVS” would prohaljly cease to 
represent accurately the circumstances of sujiply. The expenses of production, for 
instance, of an amount OU would no longer ho much greater proportionately tliun 
those of an amount OV. Tims in order that the curve miglit again represent the eir- 
cumstanccs of supply it would ho neecsssary to draw it lower down, as the tlottcd curve 
in tlio figure. ^ Professor liullock. Quarterly Journal of Economics, Aug. 19U2, p. C 118 , 
argues that this dotted curve should not 8lo]io upw-ard from T liowever gently : but 
should slope downward, to indicate that the diminished production sviii lower marginal 
cost, by forcing out of business the weakest producers,” so that the marginal cost 
will in future bo that of more compotent producers than before. ’J’his result is possible. 
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Partly for this reason, there are not many cases in which two positions of app. h, 4. 

stable equilibrium would stand out as possible alternatives at one and the 

same moment, even if all the facts of the market could be ascertained by 
dealers concerned. But when the conditions of a branch of iiiaiiufacLure are 
such that the supply price would fall very rapidly, if there should bo any great or supply 
increase in the scale of production ; then a passing disturbance, by which the often - 
demand for the commodity was increased, might cause a very great fall in the changes 
stable equilibrium price ; a very much larger amount than before being hei^o- . 
forward produced for sale at a very much lower price. This is alwaj-s possible libri^*" 
when, if wo could trace the lists of demand and supply prices far ahead, we price, 
should find them keeping close together.^ For if the supply prices for largely 
increased amounts aiv but very little above the corresponding demand prices, 
a moderate increase in demand, or a comparatively slight new invention or 
other cheapening of production may bring supply and demand prices together 
and make a now equilibrium. iSuoh a change nisemblos in some respects a 
movement from one tilLernativo position of stable equilibrium to another, but 
differs from the latter in that it cannot occur except when there is some change 
in the conditions of normal demand or norma! supply. 

The unsatisfactory character of these results is partly duo to tlio imper- 
fections of our analytical methods, and nia^* conceivably be much diminished 
in a later ago by the gradual improvement of our scientific machinery. We 
should have made a groat advance if wo could represent the normal demand 
price and supply price as functions both of the amount normally produced and 
of tlio time at which that amount became normal.^ 

§ 4. Next lot us revert to the distinction between average values and nor- Only in a 
mal values.® In a stationary state the income eaincd by every appliance of stationary 
production being truly anticipated bcfoaOiand, would represent the normal . 
measure of the ofTorls and sacrifices required to call it into existence. would 


But it must 1)0 romombered that tlio marginal cost of the weakest producer does not 
govern value, but only indicates tho force of iho causes wlitcii govern it. In so far os 
tlio economios of production on a largo wale aro “internal,’* i.e. belonging to the 
internal organization of Individual firms, th© weaker firms must speedily bo driwn out 
of oxistonco by tlio stronger. "I’lio ♦•ontinued existence of ux-akcr firms is an oviilenco 
that a strong lirm cannot indelinitcly incrcusc its output; partly bccauso of tho diffi. 
culty of extending its market, niul partly because tlio strength of a firm is not por* 
manont. The strong firm of to-day was probably weak, liecanse young, somo timo 
iiack; and will ho weak, because old, some timo licneo. IVitli a smaller output thero 
will still bo weak linns at tlic margin ; and (hoy ui!l probably in tho course of timo be 
weaker than if liio scale of total jiroduetion lm<l liocn maintained. Also the external 
economics will be less. In oilier words tlic rejiroseutntivc firm will probably bo smallor, 
weaker, and ^rilli k’.sH access to external cvonomics, Soc I’rof. l^Jiix in the same 
Jowrnai for Tob. 1001. 

^ That is, when at ft good distance to the right of the equilibrium point, tho supply 
curve is bul little above the demand cur\’c. 

■ One dilliciilty arises from tlic fact that n suitable time to allow for the intro- 
clurlion of the economies nppertuiniiig to ono increase in the scale of production is 
not long enougli for another and larger increase, bo u e must fix on some fftirly long timo 
alieiid, uliieli is likely to be indicuted by tlic F,i)ceiftl i>robk'm in hand, and adjust the 
whole wries of BU])ply prices to il. 

^\'c could get niucli nearer to nature if we allowed ourselves a moro complex illus- 
tration. \V<* miglit lake a series of curvi*fl, of whieh Iho first allowed for the economios 
likely to be intro<hiee»l ns tho result of each inen*ase iii the scale of production during 
ono year, a secontl curve doing the some for two years, a thinl for three years, and so 
on. * Cutting tltein out of canllioftrd ami standing them up side by sidy, wo should 
obtain a nurSarc, of ^\llich the Ihrco climinsioits represented amount, price, and timo 
roapri'tivoly. Jf wclmd niiirked on encli eur\'e the point corresponding to that amount 
which, so fur as can be foreseen, seems likely to Ik* the normal amount for the year to 
which that eurvu i-elated, tlien these points would form a eiirvo on tho surface, and 
llmt curve would be a fairly true long-pcriotl normal supply curve for a commodity 
obeying the law of increasing return. Compare an article by Mr. Cunyuglmme, in tlie 
l£conomic Journal for 1S92. 

* fcJeo above V. iii. Gj v, 4; and ix. 0. 
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Arp. H, 4. Tie aggregate expenses of production might then be found either by multi- 

plying these marginal expenses by the number of units of the commodity; 

average adding together all the actual expenses of production of its soveral parts, 

adding in all the earned by differential advantages for production. 
marpiiEl The aggregate expenses of production being determined by either of these 
Biidto routes, the average expenses could bo deduced by dividing out by the amount 

normal of commodity ; and the result would bo the normal supply price, whether 

exponses. periods or for short. 

But in the world in which wo live, the term “ average ” expenses of pro- 
duction is somewhat misleading. For most of the appliances of production, 
material and personal, by which a commodity was made, came into existence 
long before. Their values are therefore not likely to be just what the producers 
expected them to be originally; but some of their values will be gn'ater, and 
others less. Thus present incomes earned by them will be governed by the 
general relations between the demand for, and the supply of, their products; 
and their values ^ill be arrived at by capitalizing these incomes. And there- 
fore, when making out a list of normal supply pric*e8, which, in conjunction 
with the list of normal demand prices, i.s to determitie the cquilibriujii position 
of normal value, we cannot take for granted the values of these api>liances for 
production without reasoning in a circle. 

This This caution, which is of special importance with regaixl to industries that 

may be tend to increasing return, may be emphasized by a diagrammatic presentation 
illustrated Qf relations of demand and supply which are possible in a stationary 
diamm o^l.V there. There every particular thing bears its proper share of 

^ ‘ supplementary costs ; and it would not ever be worth while for a producer to 
accept a particular order at a price other than the total cost, in which is to 
bo reckoned a charge for the task of building up the trade connection and 
external organization of a represontalivo firm. The illustration 1ms no posi- 
tive value : it merely guards against a possible error in abstract rcasoning.^ 

^ In the adjoining diajrrttiiit'S’y is not a true supply curve adapted to the conditions 
of the world in vhich we live; but it has properties, which aiv often cironi'ouHly 
attributed to such u curve. Wo will call It tlio ^xtriicular curi'c. .\r usual 

tiiC amount of a commodity i-* measured nloni; Or, nivl its pri(*o along Of/. Oil is tho 
amount of the roniinodity produced annually, All is the ct|uilibrium ]jrii>c of a unit 
of it. Tlie producer of t)ic Off th unit isaujjpofled to Jiavo no liiffercntiR] luivanlacrcR; 
but the produfiT of the 0.1/th umt hos dilTcmitiiil advantngcH which eiudilc him lo 
produce witli an outlay 2*M, n unit which it would Imve cost him nn outlay .1// lo 
produce without those (ulvantngcs. 'Jlio locus of I* is luir particular cxpciisoii curve; 
and it is such that any point 1* being taken on it, 
and being dmvn perpendicular to Ox, J*M yj 
TOpresentB the particadar expenws of production 
incurred for the prodiielion of thcU.Uth unit. The 
excess of All over PM =- QP, and is a producer’s 
surplus or rent. For ronvenienco llio owners of 
differential advantages niny lx* arranged inde.'j'Muid- 
ing order from left to right; and lliiis»S‘i5>' becomes 
a curve slo])ing i]])wnrdK tu the right. 

rroceeding ns in tlic case of consumer's eurpliis 
or rent (II f. vi. 3), wo may reganl MQ as b thin 
parallelogram or as a thick slruiglit line. And us 
M takes consecutive jJO'titions along OH, wc get ii 
number of thu k straight lines cut in two by the 
curve SA, the lower jmrt of each representing tlio 
expenses of production of a unit of tlio commodity, 
and tho upper the contribution irbich tlmt unit 
affords towards rent. The lower set of thick lines 
taken together fillup the whole space ; whieli 
tliereforc represents tiio oggrcgnlo of the cx])cnses 
of propuction of an amount Oil. llie up|»er sot of thick lines taken together fill up 
tho space FSA, which tliercforo rcprc-sents producer's surpluB or rent in tho ordinary 
sense of tho term. Subject to tho correctiona mentioned above (lit. vi. 3), J)FA 
represents the surplus satisfaction which consumers get from an amount OH over that, 
tho value of which is represented to them by a sum of money equal to OH x HA. 
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Now tho dilTcronco botwcen tho particular expenses cuno and a noimal supply 
curve lies in tbis, that in llic foimct wo do, and in the lattoi we do not, take the 
general economies of pioduction ns fixed niul iiiufoini thioUc^hoiit ilic pniticulai 
expenses curve is based thioi ghout on the assumption that tlu aggregate production 
IS Oil, and that all the produccia ha\o access to the intcinil nnd cxtomal economies 
which belong to this scale of pioiUiction, ind, these nsBiiniptioris bcin,, c'liefiilly 
borne in mind, tho curve be used to lopu&ont apiiticuhi pliabL of any industi}, 
whether agricultur'il oi maniifn.cLuiing but tlicy cannot be taken to icjiicscnt its 
general conditions of pi eduction 

lhat can be done only hy tho normal supply curve, m which PM repicscnts^he 
normal expenses of production of the TMith unit on the supposition that 0 U units 
(not any otlu 1 amount nsO//) uo 1 cing piodticcd and that tlio available economies 
of production cxteinil snd iiilcinil aic those which belong to a ic])iescntati\e hrm 
where tho aggregate volume of pioduction is 0 1/ Jlusc economies will gene lally be 
less than if the n^gH^ile volume of ])iodii(4inn wcic tlu liij,cr quantity OH, and 
thcrcfoic M being to the left of II, the oidinatc at M for tho supply curve will be 
greatci thonfoi apailuulai cxpcnsLscmvcdiawnfoi on vgicgato production 07f 

It follows that the area iS If which lepicscntsaggicg'iti untinoui pioscntdiagiam 
would have rcpicbuitcd bomciliiiv hss than the aggugalc rent, if had been a 
normal supply cuivo even for a,..iiciilttual piodnci (DJJ being the normal demand 
curve) lor even in ii,ticuUure the general oeonomtes of production ineicasc with 
an increase m the n,,.gicgito sc tie of pioduction 

If however wo choose to ignore this fut foi the sake of anv particular aigument, 
that is, if wo choose toiissumi that 1/7* he ing the cx| c nscs of ptuduction of that pint 
of tho pioducc whuh w is iiiiscd un h i the most diJIuiilt me umstanecs (bo as to pay 
no rent) wlicn OM units wcu produced il lemiius ilt»o the expenses of production 
(other than lent) of the 0 Vth unit even when 077 is pioduecd , oi, in other words if 
we asbume that tho mcieasc m pio lutlion fioin llu^ amount OM to the amount OH 
did not niter the expenses of production of the 017th unit then we mav legaid S 17’ 
as lepiesenling (he ngut^Ue k nt ev< n wlu n SS is the noirn dsiipply cmvc Itma> 
be occabionslly eoiuciucnt to ^In this ittciition lem„ of courso called every time to 
the nature of tho sper i d assumjition made 

But no assumption of tlu 1 in I can be mule with ie,.aid to tho supply eiirvo of a 
commodity that jlu vs the 1 iwbof itieic isiiigic tiiin J odo so would beacontiadietion 
in terms Iho fact that the ])ia<luetiun of the commodity obeys tliat law, implies 
that the gencial ceuiiomKS availililc when the a giegalov olumeof pioduction is large, 
are so much gicatei thin when it is small as to oveiiidc the inci casing icsistance that 
nature otters to on men isc 1 pioduction of the inw mytenals of which the mdustiv 
makes use In the cast of a ] articular expenses cmvc VI will always be less than 
x\H {M being to the left of H) wintiui the cornmo litv uixvs the law of inrreabing or 
diminishing icUiin, but on tlie other hand in the e isc of a supply cunc, foi a com 
modity that obovs the law of iiieiea&in„ ictuin MP \ ould goneially be greater than 
AH 

It remains to b iv that if w c ai o denting w ith a jirohli m in w hie h some ov cn of tlioso 
appliances for pioduction whieli were made In man, have to bo token as a gi\cn 
cpuntitv foi the timi so thut then taimivs will lx of ihe imliiio of a quasi lent, 
we may then draw a puiticular expenses curve, in which MP btands foi the expenses 
of production m the naiiowci sense in which such quasi icnts aie excluded , nnd tho 
area S IP would tliusrepusint the aggregate of rents propci and of these quasi rents 
This mothoil of ti eating slioit period noimU value problems Ims nttractions ond may 
perhaps ultimatclv be of sciviie but iticquiies eoicful Imnelhng, for the abbuinptiona 
on which it rests aie very alipixiry 
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APPENDIX P 

RICARDO’S THEORY OF VALUE 


iiT. I, 1. 

Ricardo 

had 

practical 
experience, 
but was 
abstract 
and un- 
sj'Btemutic 
as a 
writer. 


He took 
utility for 
granted, 
because its 
influence is 
relatively 
simple; 


§ 1, MTien Ricardo was addressing a general audience, ho diew largely 
upon Wb wide and intimate knowledge of the fnct.s of life, using them " for 
illustration, rerification, or the premises of argument.” But in his PriiicijJis 
of Political Economy “ the same questions are treated with a singular cxcluhinn 
of all reference to the actual world around him.” ® And he wrote to Maltliiis 
in May, 1820 (the same year in which Malthus published his Priwiiih « of 
Political Economy considered with a view to their practical aiiplicatiiiii\ " Our 
dilTerences may in some respects, I think, be ascribed to your considering my 
book as more practical than I intended it to be. My object was to elucidate 
principles, and to do this 1 imagined strong eases, that I iiiiL'ht nIioiv (lie opcr.i- 
tion of those principles.” His hook makes no pi’etence to Ijc systematic. 1 lo 
was with difficulty induced to publish it; and if in writing it lie had in \ic\v 
any readers at all, they were chiefly tlKssc statesmen and business iiu ii with 
whom he assoeiatod. fio he pnrjiosely omitted many things which wcie 
necessary for the logical eomplotcm ss of his argunient, but w liieh thci w ould 
regard a's obvious. And further, as he told M.ilthus in the following ( Ictolw i, 
he was “ but a poor master of language.” His exposition is as confiiM’d as 
his thought is profound; he uses wonU in artificial scnse.s which he iloi s mit 
explain, and to w hieh he does not adhere ; and he changes from one hyiHiihc-is 
to another without giving notice. 

If then we seek to understand him rightly, we must interpret him gi lu-r- 
ously, more generously than he himself intimprcted Adam Smilli. When his 
words are ambiguous, we must give them that interpretation which other 

E assages in his writings indicate that he would have wished Us Ic giie them. 
F we do this with the dcsiie to ascertain what he really meant, his doctiiius, 
though very far from complete, are fret from many of the ciiurs that are 
commonly attributed to them. 

He considers, for iiistanc-e {Priuciidts, C’h. i. § 1), that utility " absolutely 
essential” to (normal) value though not it? measure; while the value of 
things '• of which there is a vcir limited quantity , , . vniics with the wealth 
and inclinations of those who arc desirous to posse.«s them." And eUewheie 
{Ib. Cb, IV.) he insists on the nay in which the market iluctuatioiis t-f prues 
arc determined by the amount available for sale on the one hand and '' iho 
wants and wishes of mankind ” on the olhcr. 

Again, in a profound, though verj- incomplete. discu.?.?ion of the (liiTdciiec 
hetwetn “Value and Riche.?” he seems to he feeling his w.ay towaiih the 
distinction between marginal and total utility. For by Kiehes he iiie.'iiis 
total utility, and he seems to ho always on the point oi’ stating that ^.due 
corresponds to the increment of riches which lOaults from that part of the 
commodity which it is only just worth the while of purchasers to buy ; and 
that when the supply runs short, whether temporarily in consccjiienee of a 
passing accident, or permanently in consequence of an increase in cost of 
production, there is a rise in that marginal increment of riches which is meas- 
ured by value, at the same time that there is a diminution in the aggivgatc 

^ Compare tlie coiicludinp; remarks of Book V. : and Appendix H, 5. 

* beo an admirable article on Rkacda’tt t\e nj Pnets in the first volume of the 
Harvard Quarterly Journal oj Ecottomicsi by tlie Jala Professor Uiinbar. 
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• 

riches, the total utility, derived from tlie commodity. Throughout the whole app. i, 2 . 

discussion he is trying to say, though (being ignorant of the torse language of 

the diSorential calculus) he did not get hold of the right w'ords in which to sa^ 
it neatly, that marginal utility is raised and total utility is lessened by any 
check to supply. 

§ 2. But while not thinking that he had much to say that was of great and ho 
importance on the subject of utility, ho believed that the connection between nnalyaod 
cost of production and value was imperfectly understood ; and that erromous j . 
views on this subject wore likely to load the country astray in practical prob- 
lems of taxation and finance ; and so ho addressed himself specially to this influence 
subject. But here also ho made short cuts. is less 

For, though ho was aware that commodities fall into Ihreo classes according obvious, 
as they oboj' the law of diminishing, of constant, or of increasing return ; yet 
he thought it best to ignore this distinction in a theory of value applicable to 
all kinds of commodities. A commodity chosen at random was just as likely 
to obey one as the ot her of the tw o laws of diminisiiing and of increasing return ; 
and therefore ho thought himself justified in assuming provisionally that they 
all obeyed the law of constant return. In this jierliaps ho was justified, but 
he made a mistake in not stating explicitly what he was doing. 

Ho argued in the first Section of his first Chapter that *' in the early stages 1. Cost of 
of society ” where there is scarwly any use of capital, and where any one man’s production 
labour has nearly' the same price a.s any oiher man’s, it is, broadly speaking, “®penucnt 
true that '■ tlio value of a commixlily, or the quantity of a commodity for 
which it will exchange, de])onda on the relative quantity of labour which is labour 
necessary for its production.” That is, if two things are made by twelve and used 
four men’s labour for a year, all the men being of the same gi'utle, the normal directly! 
value of the former will bo three times that of the laller. For if ten per cent, 
has to bo added for profits on the capital invested in the one case, ten pet cent, 
will need to bo added in the other also. [If to lie a year’s wages of a worker of 
this class, the costs of production will be 4ic.f^, and ]2ic.ic^ : and the ratio 
of tlicao is 4 : 12, or 1 ; 3,] 

But ho went on to slinw that tlicso assumptions c<\nnot be properly mado 2 , also on 
in later stages of civilization, and that tho relation of value to cost of production quality 
is more comiilcx than that with w'hieli he started; and his next step was to of that 
introduce in Section ii. tlic consideration that “ Ialx)ur of different qualities is 
differently rewarded.” If tho wages of a jeweller aro tw ice as great as those 
of a working labourer, an hour's work of the one must count for two hours’ 
work of tlic other. Should there be a change in their relative wages, there will 
of courao bo a corresponding change in the relative values of things made by 
them. But instead of analysing, as economists of this generation do, the 
causes whieh make (say) jewellers’ wages change from one generation to 
another relatively to those of ordinary lahouroi's, bo contented himself with 
stating that such variations cannot he great. 

Next in Heetion iii. lie urged that in reckoning the cost of production of a 3. on 
commodity, aeoiamt must be taken not only of the labour applied immediately labour 
to it, but also of that which is bestowetl on the implements, tools and buildings 
with whieli such labour is assisted; and here the element of time, which lie 
had can'fully kept in the background at starling, was neeesssirily introduced, ments; 

Accordingly in Section iv. he discussc.? more fnlly tho different intluences 4, on tbo 
exerted on the value of " a set of commodities ” [ho uses this simple method length of 
sometimes to evade tho diilioulties of tlio distinctions hctwooii prime cost and time which 
total cost] : and especially ho takes account of tho different circcts of the 
application of circulating capital which is consumed in a single use, and of before the 
fixed capital; and again of the time for which labour must bo invested in gooilacan 
making machinery to make commodities. If that bo long, they will have a ho hiought 
greater cost of production and he ” more valuable to compensato for the greater market ; 

length of time, which must elapse before they can he brought to market.’' 
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§ 3. Thoro are few writers of modem timta who have approaeliod as near irr. t, 3, 

to the brilliant originality of Ricardo as Jevons has done. Hut h<' aijpcars ,, 

to have judged both Ricardo and JRIl harshly, and to have attributcrl to tlicni’ 
doctrines narrower and less scientific than those which lliey really held. And 
liis desire to emphasize an aspect of vahio to which they had given insiidieient „cas of, 
prominence, was probably in .some measure aecoiinlabh' for lits saving, " Re- Jovona! 
])catcd reflection and incpiiry have led mo to tho .somewhat novel opinion 
that value depemh eiitirihi ujMi utility ” (Theory, ]). 1 ). This statement .se(*ms 
to bo no less one-sided and fiaginentary, and miieh more misleatling, thnii that 
into which Ricardo often glided with earele.ss brevity, as to the dependenco 
of value on cost of jirndiiction ; but which ho never regarded as more than a 
part of a larger doctrine, the rest of which he had tried to explain. 

Jovons continues : — “ We have only to trace out carefully the natural laws 
of variation of utility as depending upon the quantity of commodity in our 
possession, in order to arrive at a satisfactory theory of exchange, of which tho 
ordinary laws ofsupply and demand area neec'ssary consequence. . . . Labour 
is found often to determine value, but only in an indirect manner by varying 
the degree of utility of the commcKlily through an increase or limitation of the 
Biqiply.” As we shall presently sec, the latter of these two statements had 
been made before in almost the same form, loose and inaccurate as it is, by 
Ricardo and Jlill; but they would not have accepted tho former statemi-iii. 
h'or while they ivaarded the natural laws of variation of utility as ton obvious 
to require detailed I'xphmation, and while thev admitted that cost of pmduetion 
could have no elleet tqion e.xehauue value if it could have none upon the 
amount which producers brought forward for .sale; their doctrines imply that 
what is true ofsu|)ply. is true ww/u/is/HKhi/uiit of demand, and that the utility 
of a commodity could have no elli’ct wjion its exchange value if it could havo 
none on tho amount which purchasers took oIT tho market. Let us then turn 
to examine tho chain of causation in which .Icvoas’ central position is for- 
mulated in his .Second Edition, and compare it with the position taken up by 
Ricardo and Jlill. He says (p. 170) : — 

“ f'ost of production determines sujiply. .Jcvora’ 

iStipply determims final degri o of utility. cimtral 

Eiaal degree of utility determint-s value. ’ position. 

Xow if thi.s scries of e,iu-,ation.s really existed, there could be no great harm iii 
omitting the intermediate stages and saying that cost of production determines 
value. For if , 1 is tho cause of li, w hull is the cause of V, w hich is the eauso 
of 1 ) ; then .1 is the cause of J). lJul in fact there is no sueh series. 

A preliminary objection might be (aken to the ambiguity of the terms .levons 
" cost of production ” and “ supply " ; which .Tevons ought to have avoided, implica 
by the aid of that technical aiipaiatiisofsemi-uiathemelie.il jihiaser., which was 
at his disposal, but not at Rieai'ilo'.s. \ graver objection lies ag.iiust his third 
statement. I'or the [irice which the vari'ius purchaser.s in a market will pay i«,au, stone 
for a thing, is dcterniinetl not solely by the final degm-s of its utility to them, nnoil.er in 
but by the.se in eonjuiictioii with the amounts of purchasing jiower severally a market 
at their dis])osal. 'J’ho exelniiige value ofa thing is the sami' all over a market; 
but the final degrees of utility to whieh it corresponds are not equal at any tiioy are 
two parts, jevons suiqiosed himself to be getting nearer the foundations of indirect 
exchange value when in his account of the eamses which determine it, be sub- mcesurns 
stututed the pbraso “ final degree of utility,’’ for " t he price which consumers utility, 
arc only just willing to pay,” — the phrase which in the present treatise i.s con- 
densed into marginal demand price.” Wlieii for iiistanee describing (Secoud 

in governing) value : and us legaids tlii.s Fiuf. .Ashley a|i|jisirs to i oneetlo all tliat is 
claimed here wlieu (p. 4SO) ho takes it as beyond question tliat RieuHlo “ rcgaided llio 
payment of interest, tliat is, of something mote tJian the mere replacement of capital, 
as a matter of course.” 

Z 
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Edition, p. 103) tho settlement of exchange between “ one trading body 
possessing only com, and another jxjssessing only ba'f,’’ he inaKes his diagram 
represent "a person" os rrainiiig a ‘'utility” measured along one line and 
losing a “utility” measured along anoiher. Hut that is noi nhnf really 
happens; a trading body is not “ a ix-rsnn,’’ it gi\os n]i things uliieh icpreseiii 
equal purchasing poner to all of its member, s, hut very dilleroni ntilitie'.. It 
is true that jevons was himself aware of this; and that bis ue<'(mnt eaii he 
mifle consistent with the facts of life by a serie.s of interpretations, wldcli in 
effect substitute demand-priee ” and sup])ly-prife ” for "utility" and 
'■ disutility ” : but. when so amended, they losc miieli of tlieir aggressive fjici' 
against the older doctrines, and if both are to be held sevew ly to a stiidly 
literal interpretation, then the older niclbod of speaking, tlirmgh not perfectly 
acenrate, appears to bo nearer tho truth than that whieli Jevons and soin • ol 
his followers have endeavoured to substitute for it. 

But the greatest objection of all to his formal statement of hi.- (enti.il 
doctrine is that it docs not represent supply price, demand price anil amount 
produced as mutually detemiining one another {subject to eeitaiii oilier con- 
ditions), but as determined one by another in a scries. It is as though when 
three balls .-J, B, and C rest against one another in a bowl, instead ol'>.,i\iiii 
that the position of the tlin-c mutually determines one anothei iimh r tiu 
action of gravit}’, he had said that .1 determines B, and B delenninis ('. 
tiomeonc else however with e(|ual jn-.tiie might say tliat (' clidi imine^ J1 .ind 
B determines .1. And in reply to Jevons a CMtena rather less unli iie than his 
can be made by inverting his order and say iiig ; — 

Utility deteriniiies tho amount that h.as to he su|)[jli('tl. 

The amount that has to he siqipliul delei mines cost of pioilmlioii. 

Cost of production determines \alue, 

because it determines the sujiply price which is lequired to make the piudiiieis 
keep to their W'ork. 

Let us then turn to Itieardo's doctrine wliieli, tliough unsysiematie and 
open to many ohjectinns, seems to lx> more pliiloso|ilue in prineiple and closer 
to the actual facts of life. He says, in the letter to .\Inllhns alieady ()Uotul 
“ IM. Say has not a correct notion of what is meant by value wheii lie eouteniN 
that a commodity Is valuable in jiroixjrtion to its utility. This would he true 
if buyers only regulated the value of commodities; then indu il we might 
expect that all men would he willing to giie a price fur things in luoportion to 
the estimation in which they held them; hut the fact ap])oars to me to he lh.it 
the buyers have tlio least in the world to do in regulating price ; it j.. all doi.e 
by the comjietition of the sellers, and, howeier really w illing the buyers miglil 
lie to give more for iron than for gold, they could not. hecausi' the supply 
would be regulated by cost of iiniduetion. . . . 3'ou say demand and siipph 
regulates value [«iej; this 1 think is saying notliing, and for the re.i'on 1 h.i\c 
given in the biginning of this letter : il is supply' wliii li ii'milates value, and 
supply is itself eoutnilled by comparative cost of prodnetion. t'o-.l of pio- 
duction, in money, means the value of labour as well as of luolits.” (Si e 
pp. 17-30 of Dr. Bonar's excellent edition of Uie..'e letlei.s.) And ag.iin in his 
next letter, *' I do not dispute cither tho inlluenee of demand on the piae of 
corn or on tho price of all other tilings : but sup])ly follows close at its heels 
and soon takes the power of regulating price in his [sic] own liands, and hi 
regulating it he is determined by cost of production.'* 

These letters were not indeed published when Jevons wrote, but there are 
very similar statements in Kicardo’s Vrinciphs. Alill also, when discussing 
the value of money (Book ni. ch. k. § 3), speaks of " the law of demand and 
supply which is acknowledged to bo applicable to all commoditie.s, and which 
in the case of money as of most other things, is coiitrulled but not set aside by 
the law of cost of production, since cost of iiroduction would have no effect on 
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value if it could have none on supplj'.” And again, when summing up his atp. i. 3. 

theory of value (Book iii. eh. xvi. § 1), ho says : — “ From this it a])iiears that 

demand and supply go vein tlie fluetuations of prices in all cases, and the tx)r- 
manont values of ail things of uhieh the supply is deleriuined hy any agency 
other than that of free eomjjctilion : but that, under the regdme of free com- 
petition, things are, on the average!, exchanged for each other at sueli values 
and sold for such prices us alRird equal cxia-clation of advantage to all classes 
of producers ; whicli can only ho u licn things exchange for one another i l! the 
ratio of their cost of ijroduclion.” And, on the next page, s[X‘aking of com- 
modities which have a joint cost of pi-oduction, he says, since cost of pro- 
duction hero fails us we must i-esort to a law of value anterior to cost of pro- 
duction and more fundamental, the law of demand and supply.” 

Jcvoiis (p. 21.j), referring to this last pa.s.sage, speaks of tlic fallacy Joyous’ 
involved in ilill's idea that he is ivverting to om aiikrior law of value, the law posiiion 
of sujjply and demand, the fact being that in introducing the cost of production 
princijile, he has ne^ er (putted the law of supply and demand at all. The cost 
of production is only one circunistanee which governs supply and thus in- uppears, 
directly inlluences values.” 

This criticism seems to contain an imiKirlant truth ; though the wording 
of tile last jiart is ojkh to objection. If it had Ix'cn made in .Mill’s time ho 
would probably have accepted it; and would hav(! withdrawn the word 
‘■anterior” as lait expressing his real meaning. The " cost of production 
principle” and the " linal utility” principle arc undoubtedly comixmcnt 
jiarls of tht' one all-ruling law of supply and demand ; each may be comitarcd 
to one blade of a i«ir of scissors. IVhen one blade is held still, and the cutting 
is edected by tnoving the other, we may say witli careless bievily that thu 
cutting is done by tlt<( sewmd ; but the statement is not one t(j he made 
formally, and defended deliberately.^ 

I'eriiaps Jevons’ antagonism to Kicardo and dlill would have been lesis if and lio 
ho had not himself fallen into the habit of sixaiking of relations which really midcrmtcd 
exist only between demand price and value as though they held between ^ 

utility and value ; and if he hud emphusi/ed as Oairnot had done, and as the demand 
use o'f mathematical forms might have been e.V|K'eted to lead liim to do, that and 
fundamental symmetry of the general rehiiions in which demand and sujtply supply, 
stand to value, whieli cix'xi.sts with striking dilleivnces in the delaits of tlio.so 
relations. We must not indeed forget that, at the time at which he wrote, 
tlic demand side of the theory of value had Intm much neglected; and that 
he did excellent service by calling attention to it and developing it. There 
are few thinkers whose claims on our gratitude are .as high and as various as 
those of .Jevons : hut tliat must not lead us to accept liustily liis criticisms 
on liis great jtredcccssnrs.'- 

It sccmctl riglit to select Jevons’ attack for reply, heeause, in Fnglaiid at 

' Si'i' V. HI. 7. 

^ Sec an article un jevuns* Tln,/r^ hy tin* lit uiUi r in the Aewh'lii;/ l‘ur April 
1, 1S7-. 'J'hc etlitiuii ol Ills 77a i/ry hriiiieht out Ii\ Iiinsaniii lllll, euiituiti.s >ui .\p)jca- 
dix oil liis ucroulit of iiiferest, with sperial rifeiaiiae tu lh.lt tirlirle (o-i- iii.-u uhuve 
VI. t. S). lie eoiUeiids that his father s thaui.v is " tliie as far as if pui's '' thuuch hu 
*■ followed the uiilurtuiiate praitee ol tlie Jlieanli.iii .-.ehiiul hy alsstraelnig fur tleul- 
iiieiit ccrtuiii ideas, and a.s.-Liiiiiiip liiat his reiidei.s arc iaMiili.ir wiili their rclaiions and 
taking liia point uf view."’ The son may In- arreiited n.s tlie true iiitcrjiri icr uf the 
father : and the debts of eeoiioiiiie.s to the fallier luv no doubt us great as to be eom- 
parable with its traiiseendent uhliguliuiis to Ifieaitlo. But Jevons’ Tliruiy had a 
combative sitle, as well as a const ruetivc. In gnsit jmrt it was an attiu k on wliat ho 
called in hi.s I’refaee, ’* llmt able hat wroiie-headed man, David liieunlo ” who 
“ shunted thu car of Itconomie seieiici- on to a w ronu lino.” His eritieisuis on Ricardo 
acliicvcd some apparontly unfair diah-rlii-.d triuinplis, by assuming tliat Rieai-do 
thouglit of value as governed by cost of jiruduetioii without refereneo to demand. 

Tliis misoonecjition of Rieuiilo was doing great lionii in 1872 ; and it scemod necoasary 
to show that Jovons’ 'I’lieory of Interest, if iiiterinvted as ho interpreted Hieardo, is 
untenable. 
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all events, it has attracted more attention than any other. ]lut somculiat 
similar attneUs on Ricardo’s theory of value had been made by many other 
ttriters. Among them may spr-eially be mentioned Jlr. Macleod, v ho^e w ritinua 
before 1870 anticipated much both of the form and substance of recent crili- 
cisms on the classical doctrines of value in relation to cost, by Profs. Walras 
and Carl Jlenger, uho nerc conteinjrorarv nith jevons, and Profs, v. Jluhni- 
Bawerk and \Vieser, -who weiv later. 

Vhc carelessness of Ricardo « ith regard to the element of Time has Ijccn 
imitated by his critics, and has thus bt-cn a source of twofold misundei-standinj;. 
For they attempt to disprove doctrines as to the ultimate tendencies, the 
causes of causes, tho eaiiste eausanles, of the relations botueon cost of production 
and value, by means of arguments based on the causes of temporary chansjes, 
and short -period fluctuations of value. Doubtless nearly everything they say 
when cxpi-essing their own opinions is true in the sense in w Inch they mean it; 
some of it is new and much of it is improved in fonn. But they do not apjx’ar 
to make any progress towards establishing their claim to have diseovived a 
new doolrino of value which is in sharp contrast to the old ; or which culls for 
any considerable demolition, as distinguished from development and extension 
of the old doctrine. 

Ricardo’s iirst chapter lias been discussed here with sole reference to the 
causes which govern the relative exchange values of ditTei-ent things; because 
its chief influence on subsequent thought has been in this direction. But it 
was originally associated with a controvci-sy as to the extent to which the 
jn-ico of labour affords a good standard for mea.suring the general purchasing 
power of money. In this connection its interest is mainly historical : Imt 
reference may be made to an illuminating article on it by Prof. Hollander in 
the Quarterly Journal of Econmnica, lUW. 
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§ 1. At the befrinninp of last ecntnn", great as was tho poverty of the ah*, j, 1. 
English people, the pco])lcs of the Continent were poorer still. Jn most of — r 

them population was sparse, and therefore food was cheap; but for all that 
they were underfed, and eould not provide thcin.sclve8 wiili the sinews of war. eJntury 
France, after her first vielories, helped hoTsclf along by tho forced contribu- special 
tions of others. But the countries of Central Europe eould not supiwrt their causes em. 
own armies without England's aid. Even America, with all her energy and phasizod 
national resources, was not rich; she could not havo subsidized Continimtal 
armies. The economists looked for the explanation ; and they found it chiefly pnol™ur 
in England's aeeumulatcd capital, which, Ihouuh small when judged by our onthoaid 
present standard, was very much greater than that of any other eounlry. of capital, 
Other nations were envious of England, atid wanted to follow in lier stejw; 
but they were unable to do so, partly indeed for other reasons, but ehiefly 
because they had not capital tiiough. Their annua! income was rerpiired for 
immediate eonsumirtion. Tliere wa.s not in them a large class of people who 
had a pood slorr of iiealfh .set by, which they did not need to consunie at once, 
and w'hieli they could devote to making machines and other things that would 
aid labour, and would enable it to produce a larger store of things for future 
consumption. A sjieeial tone was given to their arguments by the scarcity of 
capital every w hi re. even in England ; by the growing dependenen of labour on 
tho aid of maeliinery ; and hwtl\ . by the folly of some followers of Rousseau, 
who were telling the working elasvs that they would Ix' beltt'r oft without any 
capital at all. 

In 0 O!i''"er|uenee. f heeeonomi'.ts gave extieine pioiiiiiieiiee to the statements ; 
first, that labmir lequirc.s the siipjiort of eajiital. i.i. of good elothe.s, etc., that 
have been already produced; and secondly. Hint labour requiri‘s the aid of 
capital in the form of faeloric',, stores of raw material, etc. Of eour.tc the 
workman luiglil liave supplied his own ea(tital, but in fact he seldom bad more 
than a little store of clot lies and furniture, and jx-rliaiw a few simple tools of 
his own — lie was dependent for eserjihing ebc on the savings of others. Tho 
labourer rewived elothi s ready to w ear, bread ready to eat , or the money with 
which he could piirebase them. 'I’be rapilalist reci-ived a spinning of wool into 
yam, a weaving of yarn into eintli, or a jiloiighing of lanrl, and only in a few 
cases comiiiodilies readv for use, euils ready to be woin. ni- bread ready to bo 
oaten. There aie, no doubt, imjiorlant except ion.-*, but the ordinary' bargain 
between employers and employed is that llie latter rteeives things ready for 
immediate use and flie former receive", help towards making thing.", that will 
be of use iiereafter. Tlicnc facts the eronomista fxpo-.jfd bv saving that all 
labour requires the support of capital, whether owned by tbo lalmurcr or by 
someone else; and that when anyone works for hire, his wages are, as a rale, 
advanced to him out of Lis enqilojer’s capital- -aih'aneefl, that is, without 
waiting till the things w hieli lie is engagf-d in making art ready for use. These 
simple statements have been u good deal criticized, hut they have nev'er been 
denied by anyone who has taken tliem in the sense in which they were meant. 

The older economists, however, went on to aay that the amount of wages 
■ gc-L- above, p. 4.j2. 
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was limilccl by the amount of capital, and this statement cannot be ufEinlcd ; 
at best it is but a slovenly way of talking. It has suggested to sonic poojilo 
fho notion that the total amount of wages that could ho paid in a country in 
tlic course of, say a year, was a fixed sum. If by tlio threat of a strike, or in 
any other waj', one body of workmen got an increa.se of wages, Ihey would Ire 
told that in conaot|ueneo other bodies of workmen mnst lose an amount oxaetiv 
equal in the aggregate to vliat tlicy had gained. I’hosn who havo saitl this 
har-fc perhaps tliouglit of agrienltiira! proiiiicc, which has hut nne harvest in 
tlie year. If all tlic wheat raised at one harvest is sure to ho eaten before the 
next, and if none ean lie imported, then it is true that if anyone’s share of the 
wheat is increased, there will be just so miioh less for others to have, lint 
this does not jiislify tlic statement that the amount of wages payable in a 
country is fixed by the capital in it, a doctrine which has been called “ the 
vulgar form of the IVages-fund theory.’’ * 

§ ft. It has already been noticed (Book I. eh. iv. § 7) that .Mill in his later 
years under the comhined influence of Comte, of tho Soeialisis, and nf the 
^neral tendcneie.s of ])uhh’c sentiment, set himself to bring into promineneo 
the human, as opposed to the mechanical, element in economics, lie desireil 
to call attention to tho influences which arc exerted on human conduct by 
custom and usage, by tho ever-shifting arrangements of society, and by Ihe 
constant changes in human nature; the pliability of wliich he agreed willi 
Comte in tliinking tliat the earlier economists had underrated. It was this 
desii-o which gave the chief impulse to his economic work in the latter lialf of 
his life, as distinguished from that in which he wrote his A’s,sf(i/s nn Vuvithd 
QueUinm ; and which induced him to separate distribution fi'om exchange, and 
to argue that tho laws of distribution are dependent on ‘‘ particular lium.in 
institutions,” and liable to be \ierpotually modified ns man’s habits of fi’chug. 
and tlioiugiit, and action pass from ono phase to another. Ho thus ooiUrMsti ■! 
the laws of distribution with those of production, which he regnrdeil as rc'l ing 
on the immntalilo basis of physical nature; and again svitli the laws nf ex- 
change, to whicii he attributed something very much like the universalitv nf 
mathematics. It is true that he sometimes spoke as tliough economic seU nee 
consisted cliielly of discussions of the ]iroduetion and distribution of wciillh. 
and thus seemed to imply that he regarded the theory of exchange- as a part of 
the tlicory of di-strihution. But yet ho kcjjt tlio two se))aratc from one an- 
other; lie treated of distribution in lii-s .second and fourth Books, and gave his 
thiid Book to tho *' iraeliincr.v of Exchange ” (compare his Frimipi s nf 
PoVlinil Ecuiinmij, Bonk ii. eh. 1. § 1 and eh. xvi. § 0). 

In doing ibis lie allowed his zeal forgiving a more human tone tocconnmies 
to get the belter 'if his judgment, and to hurry him ou to work with an ineoiii- 
jileto analysis. For, by putting his main tlieory of w ages heforo his aceount of 
supply mid demand, he cut liiinself off from all elianee of treating Unit I lienrv 
in a satisfactory way; .and in fact lie was ieil on to saj’ {I'riiiripln, Book ii. 
ell. XI. § 1), that " iVages dc]K‘nd mainly upon . . . tho pro]inrtion helweeii 
]iopulation and capital”; nr rather, as he explains later on, between ‘‘tin- 
nuniber of the lalioiiriiig elas.s . . . wlio work for hire-,” and " the nggi-egab- 
of what may he called the Wagea-fuud which consists nf that part of eireiil.it ing 
capital . . . which is expended in the direct hire of labour.’’ 

Tho fact is tliat the theories of Distribution and Exchange arc so intimalcly 
connected as to bo little more than hvo sides of the same problem; that in 
each of them there is an element of ” mechanical ” precision and universality, 
and that in each of them there is an element, deiiendent on “ particular huiiiim 
institutions,” wliicli lias varied, and which probably will vary, from place to 

* I hcrtc- tlircr par.sKra]ilifi are reproilui-cil from n paper w-ritten for the Cn-uptralii'B 
Annual, and rrjiriiiteil in tlie Ilepart nj the Inrluttrial Jtemvncratiim Cnnftrnifp, ISS,!, 
foutained llic outUncs of the central argument of tlio first tivo eiinjiti'is of 
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place and from age to ago. And if Mill lind recognized this great (ruth, he app. j, 3. 

would not har-o been drawn on to appear to substitute, as he did in his second 

liook, the statement of the problem of wages for its solution : but would have" 
combined the descriirtion and analysis in his second Book, with the short but 
profound study of the causes that govern the dhstribution of the national 
dividend, given in Ids fourth Book ; and the progress of economics would have 
been iTiiich hastened. 

As it was, when his friend Thornton, following in the wake of Longo, Ciille partly 
Leslie, Jovons and others, convinced him that tho phrases in his second Book heenuse he 
were untenable, he yielded too much ; and overstated the extent of his own 
past error and of the concessions which he was bound to make to his assailants, position” 
Ho said {VissnUilionn, Vol. iv. p. 40) : " There is no law of nature making it m his 
inherently impossible for wages to rise to tho point of absorbing not only the answers to 
funds At Inch he (the cmiiloyer) had intended to devote to carrying on his busi- Thorntou- 
ness, but the whole of Athat he alloAAS for his private expenses beyond the 
nece.ssarics of life. The real lindt to the rise is tho ])ractical consideration hoAV 
much would ruin him, or drlA'c him to abandon the bu.sincss, not the inexorable 
limits of the W'agcs-fund.” He did not make it clear Avhether this statement 
refers to immediate or iiltimato ellccta, to short iieriods or long : but in cither 
case it ai)pears untenable. 

As regards long periods the limit is put too high ; for Avages could not rise Tho 
permanently so as to absorb nearly as largo a share of the national dividend hearing of 
as is hero indicated. And for short jxwiods, it is not put high enough : for a theory 
well-organized strike at a critical juiu'tin-e may force from the cmjiloyor for a 
short lime more than tho wlude value of his output, after paying' for raAV gf 
material during (hat time; and llius make his gri>s.s ])rolits for llie time a particular 
negative quantity. And indeed tho theory of \A-ages whether in its older or trade 
noAAcr f(jrm has no direct hearing on tho issue of any particular struggle in tho eonhwts 
labour market : that do|icudsoutheivla1ivchtreng{hoftlu' competing parlies. Jfnd 
But it has much bearing on (ho general policy of the relation of capital to remote, 
labour; for it in(lieatc.s wlial policies do, and aa hat do not. eariy in tliemselA'cs 
tho seeds of their ullimaie rieteat ; what policies can be maintiiined, aided by 
suitable orgaiiizaliou.s; and what polieiis Avill ulthuately render either side 
Aveak. hoAvcA'ci' well oiganized. 

After a Avliile t 'airnes, in his rriiirijildt, eiidenA'Ourcd to resuscitato C'oimca 

the M'ages-fnnd (henry by expounding it in a fonn. wliicli lie thought Avould explained 
CA'ado (he attacks that had been made on it. But. though in Die greater part "way tlio 
of his exposition. Ii(‘ Mieeeeded in avoiding the old pKliills, lie did so oidy by 
explaining aAvay .so imieli Avliieh is eliaraeteristie of the doelriue, that there is M-a>Tes-fund 
A'cry little left in it to justiiy Us lille. He states lumeAcr ()). dU3) that tho doctrino in 
rates of wage, oth.er tliiuus being e([Hnl. A-aries inACi-sely with the supply of Usextremo 
labour.” His argiiuieut is valid in regard to (he immediate result of a smldrii fo™"; 
great increase in the suiq'ly of laboor. But in the ordinary eour.se of tho 
growth of poiralation there re.snlls simultaneously, not only some increase in 
the supjily of eaj)il al, hut al.so greater .subdivi.-iim of labour, and more ellieieney. 

His use of the term "varies inversely” is misleading. Ho shoidd liaA’o said 
“ varies for the time at least in the op|xi.sitc direction.'’ He goes on to derive ijut his 
an '• uncxpeeled eoiiset|ueuee,'’ that an increase in the siijiitly of labour, Avlien position is 
it is of a kind to be u.sed in eoiijunetion AAilh lixed capital and ruAv material, “°t clear. 
Avould cause tho Wages-fund to undergo ” diminution as tho number who are 
to share it is increased.” But tli.at result Avould foIloAV only if tho aggregate 
of AA'agcs AAcre not influenced by the aggregate of production ; and in fact this 
last cause is the mo.st poAverfid of all tliose Avbich iiiiliienco Avages. 

§ 3. It may be iiolieed that the extreme, forms of the IVages-fimd theory Thewagos- 
represent Avages as gOAcrned uilirely by demand; though the demand is fund 
represented crudely aa de]iendt*ii1 on the stock of capital But somo popular doctrine 
exiwsitora of oconoliiies apijear to have held at tho same time both this doctrino 
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Apr. j, 3. and the iron law of wages, which represents wages as governed rigidly hv the 

cost of roaring human beings. They might of eoiirsc have softened each of 

only to the ^yorked the two into a more or less harmonious whole; as 

si™^the f'nirncs did later. But it does not appear that they did so. 
question. I'ho proposition that hiAiislry is limited by rupital, was often interpreted 
It was so as to make it practically convertible with the Wages-fund theory. It can 
applied in be e.\-plaincd so as to be true : but a similar e.vplanation would make the 
support of staKmicnt that “ capital is limited by industi y ’ equally true. It was hnw- 
ever used by Jlill chiefly in connection with the argument that the aggregate 
truths employment of labour cannot generally be increased by preventing people, by 
protective duties or in other ways, from satisfying their wants in that manner 
which they would iwefer. The effects of protective duties are very comph x 
and cannot ho discussed here ; but Mill is clearly right in saying that in general 
the capital, that is applied to support and aid labour in any now industry 
created by such duties, ‘‘ must have been withdrawn or withheld from some 
other, in which it gave, or uoiild have given, employment to probably about 
the same (juantity of labour which it employs in its new occiqiation.'’ Or, to 
put the argument in a more modem fomi, .such legislation does not priwti ftn-ie 
increase citlier tlie national dividend or the share of that dividend whicli goes 
to labour. For it does not increase the supply of eapilal ; nor diK-s il, in any 
other way, cau.se the marginal cfSeicncy of labour to rise nlatively to tli.it of 
capital. The rate that has to be paid for the use of capital is therefore nol 
louered; the national dividend is not increased (in fact it is almost suie Ifi he 
diminished); and as neither iahour nor cajiital gets any new advantage omt 
the other in bargaining for the distribution of the dividend, neither can benefit 
by such legislation. 

This doctrine may he inverted; so as to as.scrt that tlio labour required to 
give cllect to capital in a new industry created by protective duties must liit\e 
been withdrawn or withheld from some other, in which it gave, or would hate 
given, cficct to probably about the same quantity of capital as in liis new 
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cupitaland occupation. But this statement though equally true would not njfpeiil wjlh 
labour. equal force to the minds of ordinary people. For as the buyer of goods is 
commonly regarded as conforring a sjreeial benefit on tlie seller," though in fact 
the services which buyers and sellers render to one another arc in the long nm 
eo-ordinato ; so the employer is commonly regaided as eonferi’ing a .special 
benefit on the worker, w liose labour ho buys, though in the long run the scr- 
viee.s w hich tlie em]iloyers and employees render to one another ate eo-ordinaie. 
The causes and consequences of this pair of facts w ill occupy us inueh at later 
Stages of our inquir)’. 

Some (lerinan eeonniuisis have argued that the resources witli which the 
eiiqilotcr fiays wages eoiue from consumers. But this ajiiicars to iiuolvi' a 
niisap])rehi'nsiiin. it might Ije true of an individual einjiloyer if the eonsumer 
paid him in advance for what he iirodnccd ; but in fact the rule goes the other 
way; the consumer's iiaynients arc more often in airear, and mi rely gi\e 
deferred ennimiiiKl oter ready commoditii's in return for ready eommodilie'. 
It may he adinil tml that if the producer could not .sell hi.s goods he might iiol 
Mslomers. *■" hut that would only mean that the orgaiii/..i- 

' tio/i of production w as partially out of gear : a macliine may stop if one of il s 
connecting rods gets out of order, hut that docs not mean that the driving 
force of the machine is to ho found in the rod. 

Blit in B again is the amount which the employer pays as wages at any time 

liroailvicw governed by tlie price which consumers do pay him for liis ware's; though it 
all lire generally is largely influenced by his expectations of the price thev mil jmv 
S to normal cond'itiims. t lie 

that tlio ^ ivliich consumers do pay him and those wliich they will pay him arc 
roBoiircca prcictically the same. But when we pass from the ])articulai‘ payments of an 
of pro- individual employor to the normal payments of employers geiK'ra'lly— and it is 
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really only with those latter that we ai'o now concerned — consumers cease to are. j, i. 

form a separate class, for every one is a eonsumcr. The national dividend 

goes exclusively to consumers in the broad sense in which wool or a printiiijf 
press is said to go into consumption when it is transferred from the warehouse consumers 
or engineering works in whieh it has rested, to a woollen manufacturer or a is but to 
printer, and these consumers are also the producers, that is, the owners of the soy that 
agents of production, labour, capital and land. (Iiildmi and othera who are they come 
supported by them, and tlie Government whieh levies taxes on them.^ doi^mt 
expend part of their incomes for them. To say therefore that the resources of dividend, 
employers generally are ultimately drawn from those of consumers generally, 
is undoubtedly true. But it is only another way of saying that all resources 
have been parts of tlie national dividend, whieh have been directed info forms 
suitable for deferred, instead of immediate use; and if any of them arc now 
a])plied to any other purpose than immedi.itc consum]>tion, it is in the expecta- 
tion that their place will be taken (with increment or profit) by the incoming 
flow of the national dividend.® 

The first Fundamental Froposition of Mill’s is closely connected with his Demand 
fourth, viz. that Urmnnd for conmuMies is not drmand for hibour : and this for com- 
again expresses liis meaning badly. It is true that those who purchase any moditiea is 
particular commodities do not generally siipifly the capital that is required to 
aid and support the labour wliieh produces thase commodities ; they' merely for labour, 
divert capital and employment from otlier trades to tliat for the products 
of whieh llioy make ineieiised demand. But .Mill, not contented witli proving 
this, .seems to imply that In spend money on the direct hire of labour is more 
hcneficinl to the labourer than to spend it on buying commodities. Now there 
is a sense in whieh this contains a little truth. For the price of the commodities 
includes profits of manufacturer and middleman ; and if the purchaser acts as 
employer, he slightly diminishes the demand for the services of the employing 
class, and increases tlie demand for lalxiur as lie might have done by buying, 
say, hand-made lace instead of machine-made lace. But this argument 
assumes that the wages of labour will be paid, as in practice they commonly 
arc, while the work is iiroeeoding; and that the price of the commodities will 
bo paid, as in praetiee it commonly is, after the commodities are made : and 
it will be found that in every ease which Mill has cho.sen to illustrate the 
doctrine, liis aigumenis imply, lltough he dcK's not seem to be aw arc of it, that 
the cnnsuiuer when passing from irarchasing eoinmodities to hiring labour, 
postpones the date of lii.s own euiibumplion of the fruits of labour. And the 
same posljioncment would have resulted in the same benefit to labour if the 
purchaser had made no change in the mode of his ex[H'iiditure.® 

§ 4. Throughout the w hole cliseussion of tlic national dividend the relations Tlio 
in which tlic kitclien apjiaralus of a hotel and those of a private house stand benefits 
to the cmjiloyment of cooks liave bt'en im|)lieitly tmated as on a like footing, which 
That is to siiy the capital has been regardedly broadly : it has not been limited 
to mere " trade capital.’’ Bui a litfle more may be said on this subject. derive 

]t is indeed often tliought lliat, though those workers who have little or from the 
no accumulated wealth of their own, Imve much to gain by an increase of the increaeo 
capital in that narrower sense of the term in which it is nearly convortibU of wealth 

^ I'nlcss indeed wc reckon the security niwl other Ix’ncfits wliicli Govermnont 
provides as sepuiale iioma of tlio national income. 

* Cousideniblc iijjlit has been tin own on tlicsuhjec-t of tlie ^N'ajrcs-fuiid by IValkor’g 
ivritingB, and the controversies connected uitli tliein. The in&tnnces wliiuh ho has 
collected of employees rendeiinti their scrviccsin ad^ance of pnjment bear effectively 
on some turns of the eontrovcrftv, but not on its nmiii issue. Cnnnan’s FmducHon 
ami Distribution, 177i>-1848, contains much acute, if sonietiincs too severe, criticism 
of tho earliiT wngo theorio,. A more con8cn*ntI^■o nttitmle is taken in TausBig’s 
ucighty Capital ami j to whieli the J5ncli'«h leader may be specially referred for 

a fuller account and eriliciMii of the (lonuaii doctrines mentioned in the text. 

® Seo tho Appendix to Book IV. of Newcomb’s Voliihal Economy, 



APP. J, 4. 

not onucd 
by them 
and not in 
the form 
of trade 
capital. 


682 THE DOCTRINE OE THE WAGES'FUND 

witli trade capital that supports and aids them in their nork ; yet they Lave 
little to gain from an iiierease of other fonns of wealth not in their own hands. 

douht there are a few kinds of wealth the existence of which scarcely 
affects the working classes; wliile they are diiectlj' affected by almost eviny 
increase of (trade) capital. For the greater ])art of it passes through their 
hands as implements or materials of tlieir work ; while a considerable [lart is 
directly used or even consumed by tliem.^ It seems therefore that the work- 
ingaclasses must necessarily gain nhen other forms of wealtli become trade 
capital and vice versa. Hut it is not so. If private people generally gave up 
keeping carriages and yachts, and hired them out froth capitalist undertakciv, 
there would result a smaller demand for hired labour. For part of what woukl 
have been paid as wages would go as profits to a midcHeinan.- 

It may be objected that if other forms of wealth take the place of trade 
capital on a large scale, there may bo a scarcity of tlm things needed to aid 
labour in its work and even of those needed to support it. This m.iy be a real 
danger in some Oriental countries. Hut in the westcni world, and esi)Ocially 
in England, the total stock of capital is equal in vahu- to tho aggregate of the 
commodities consumed by the working elimses during inany years : and a very 
small increase in tho demand for those forms of capital that minister direetly 
to labour’s needs, relatively to other forms, would quickly bring forward an 
increased supply of them, either imix)rtcd from some other part of the world, 
or specially jiroduccd to meet the new demand. There is tlien fore no necessity 
to trouble ourselves much on this score. If the marginal enieicncy of labour 
is kept high, its net product will be high; and so will theivfoiv il.s eaniiiiL's ; 
and tho constantly flowing stream of the national dividend will divide it.sclt 
up in conx'sponrfing proportions, giving aiways an atfcciuate su])p(v of com- 
modities for immediate consumption by the workers, and assigning to the 
production of those commodities an adecjuate stock of implements. \V’lic-ii Hie 
general oonditions of demand and supply have decided what jiart of the 
national dividend the other classes of society are freq to siieud as they will; 
and when tho liiclinationa of llioso classes have decided the mode in which 
they will distribute tlioir expenditure between present and deferred gmtifieii- 
tions, etc., it matters not to the working classes whether orcliids come I'i'om 
the private conservatories, or from tlie glass liouses whicli belong to pvofesaioii.il 
florists, and which are tlierefore trade eapital. 


^ .*\t all events .accordinc to luo.^t defiiiilioiiB. 'I'hcrc arp somr iinli-cd who einifhit’ 
capital to " intci'ineihatc piiuil.s." ami niuM then loro cxt hiile hotels, ami ImlL'inc- 
housas, and workmen's coltnjzcs, at all events as soon as thi.y uiu used. Hut giMC.’ 
abjections to the adoption of this dufinilion hnvo alicndy been indieutod in AiipenJix 
E, 4. 


* Sec above, p. C47. Again, an increased tiso of brass furnitiiro that needs inmli 
cleaning, and generally of modes of living that require tlio n.psistaiice of zniinv iiidunr 
and outdoor servants, oiieralcs on tlie demand for labour iq the same way as the ics.' 
of hand-mado goods in placo of goods made by expensive machiiieiy and other lixcd 
capital. It may be true tlint tlio employment of a greut niimher of domestic servunH 
is an ignoble and wasteful iiso of n largo ineomo : but thetq is no other utjually selllsh 
method of sizeiiding it wliieh temis so directly to increaso tiio share of tho national 
dividend w'hieli goes to the working chifses. 



APPENDIX K 

CERTAIN KINDS OF SURPLUS 

§ 1. We have next to make eorae study of the relations in wliich different 
kinds of surplus stand to one another, and to the national income. The study 
is difficult, and it has little practical bearing; but it has some attractions from 
the academic point of view. 

While the national income or dividend is completely absorbed in remunerat- 
ing the owner of each agent of production at its marginal rate, it yet generally 
yields him a snqilus which has two distinct, though not independent sides. 
It jdelds to him, as consumer, a surplus consisting of the excess of the total 
utility to him of the commodity over the real value to him of what he paid for 
it. For his marginal purchases, those which he is only just induced to buy, 
the two arc equal : but those parts of his purchiiscs for which he would gladly 
have paid a higher price rather than go without them, yield him a surplus of 
satisfaction : a true net beiicfit which ho, as consumer, derives from the facilities 
offered to him by his sumundings or conjuncture. He would lose this surplus, 
if his surroundings wei'o so altered as to prevent him from obtaining any 
supplies of that commoditj-. and to compel him to divert the means which he 
spends on that to other commodities (one of which might be increased leisure) 
of which at present he docs not care to have further supplies at their respective 
prices. 

Another side of the surplus which a man derives from his surroundings is 
hotter seen when ho is regarded as producer, whether by direct labour, or by 
the accumulated, that is acquired and saved, material resources in his posses- 
sion. As a Avorker, he derirTS a worker's surplus, through being remunerated 
for all his work at the same rate as for that last part, which he is only just 
willing to render for its reward ; though much of the rvork may have given him 
positive pleasure. As capitalist (or generally as owner of accumulated wealth 
in any form) he derives a s(ji'cr’,A.s»r/i/«sthrougli being remunerated for all his 
saving, that is rvaiting, at tho same rate as for that p.art which he is only just 
induced to undergo by the reward to be got for it. And he generally is re- 
munerated at that rate even though he would still have made some savings if 
he had been conpa-lled to pay for their safe keeping, and had reaped a negative 
interest from them.^ 

These two sets of surpluses are not independent : and it w'ould be easy to 
reckon them up so as to count the same thing trAiee. For AAhcn avo have 
reckoned the prodAicer's surplus at the value of the general purchasing power 
W'hieh he derives from his labour or saving, we have reckoned implicitly his 
consumer’s surplus too, provided his character and the circumstances of his 
environment are gir’cn. This difficulty might lx* avoided analytically; but 
in no case AA’ould it bo practically possible to estimate and add up tho two 
series. Tho consumer’s surplus, the Avorker’s surplus, and the savor’s surplus, 
which anyone is capable of deriving from his surroundings, depend on his 
individual character. They deiAcnd in part on his general sensibility to tho 
satisfactions and dissatisfactions of consumption and of Avoiking and waiting 
severally; and in part also on the elasticity of his sensibilities, that is, on tho 

^ This point Avas omphaeized by Ciossrn and Jovona See also Clark’s Surphui 
Oaine of Labour, 
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App. It, 2. rates at which they change with an increase of consumption, of work and of 

rraiting respectively. Consumer's suqilus has relation in the first instance to 

Individual commodities, and each part of it responds directly to changes in 
the conjuncture ailccting tho terms on which tliat commodity is to he liad : 
while tho two kinds of produerr's surplus appear alwav.s in terms of the general 
return tliat the conjuncture gives to a certain amount of purchasing pouer. 
The two kinds of jiroducer's suriiliis are indeiicndent and cumulative, and they 
stafcd out distinct from one another in the casi' of a man working anri saving 
things for his own use. The intimate connection between both of them and 
consumer’s surjilus is shown by the fact that, in estimating tho weal and woo 
in the life of a Kohinson Crusoe, it would he simplest to reckon his producer's 
surpluses on such a plan as to include the whole of his consumer's surplus. 
These A groat part of a worker’s earnmgs are of the nature of a deferrecl return 

Burphisos to the trouble and expense of preparing him for his work; and there is there- 
miistbe fore a great diflieulty in estimating his suiplus. Xearly all his work may bo 
pleasurable ; and he may lx- earning a good wage for the whole of it : but in 
S)m the reckoning up the balance of human weal and endurance w e must set olf against 
excess of this much effort and sacrifice endured by his parents and by himself in past 
earnings time : but we cannot say clearly how much. In a few lives there may be a 
of an balance of evil : hut there is reason to think that there is a balaneo of good in 
applionco lives, and a largo balance in some. Tho in'ohlem is as much iiliilo.so- 

tion™vcr phical as economic; it i.s complicated by the fact that man's activities are 
tho prime ends in themselves as well as means of production, and also by the dillieully of 
cost of dividing clearly the immediate and direct (or prime) cost of human ellorl fi-om 
its work. jt£ total ef,j,t ; and it must be left imixjrfecUe solved. ‘ 

As reganls J 2. The case is in some respects simpler iiheii wo pa.s.s to con.sider llio 
material earnings of nintorial appliances for preduclion. The work and llie waiting 
ogeiits by wliicli tlioy have been provided, yield their own worker's and waiter's .siir- 
“"‘h plus just mentioned, and in addition a surplus (or quasi-rent) of the excess of 
surplus'"' money returns eiver direct outlay ; provided we confine our attention to 
vanislies short [xriods only, JJut for long jx-riod.s, that is. in all tho more important 
wlieii all problems of economic science, and csiiocially in tlie problems disenssed in lids 
outlnysare chapter, there i.s no diatinclion between immediate outlay and total outlay, 
ret konud jijp (.amings of each agent are, as a rule, sufficient only to 

’ recompen.se at their marginal rales tlie sura total of the ellorfs ami sacrifices 

required to produce tliem. Jf Icsss tlian these marginal rates had bea u forth- 
coming tlie supplies w onid leave Ixam diminislied ; and on the w liolo tlierefure 
there is in general no extra surjelus in tills cliieetion. 
with a Tills last statement applies in a K-nse to land wliieh lias been but recently 

partial taken up; and possibly it miglit ajiply to imii h land in old countries, if wo 
In tlie care trace its records back to their earliest origins. But the attempt would 
of land. contioversial qui-stions in lii.stoiy and ethics, as well as iii economies; 

and tho aims of ourjin'H'nt inquiry an’ ])ros|x’etive rntlierthan r('tros])eetive. 
Looking fonvaial rather than backward, and not concerning ourselves w ith the 
equity and the proper limit-, of the im-senl ])i'ivale property in laiul, we see 
that that part of tlie national di\i(lend wliieh goes as eaniings of l.ind i.s a 
surpin.s in a sen.se in wliieli flic earnings from otlier agents an- not a siiipin.s. 

To state fioin lli<’ point of view eif tliis cliapter a doctrine wliieli lias been 
diseu^d at lengtli in V. viii.-xi. : — ^All appliances of production, wliellicr 
machinery, or factories with the land on which they are buill , or farms, are 
alike in yielding large surpluses over the prime costs of particular acts of 
production to a man who owns and worlss them ; also in yielding him norinally 
no special surplus in the long run above what is required to remunerate him 
for his trouble and sacrifice and outlay in purchasing and working them (no 
special surplus, as contrasted with his general worker’s and waiter’s surplus). 
But there is this difference between land and other agents of production, tliat 

' Sec VI. Y, 
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fioin a social jioinl of \k\i laiitl iitlds a pciminint suiplus, c\lnlc jKiishabIc ipp k, 2 

things made hj man do not 'J In inoic neailj it is line that thi lainmgs of 

am agent of inoduclioii aic iLeiiiiicd to ktep up the siipph of it, tlic iiioic 
closth mil its siippU so \ai\ that tin shaic which it is able to diaw finm Ui< 
national diMdiinl confoiiiij to the cost of iiiamtamin,. the siip])ly and m an 
old (ouiitis hiid stands in an t\ci]inonal position, because its caininas aie 
not allcctcd b^ this cause 'Jlie dithuncp between hiid and othei dm iblo 
agents IS liowLici niainlj one of degree and agrcat]init of theinteicstoRho 
stud} of tho lent of land ai ise s ft om the illustiations w Inch it atf oids of a great 
principle tliat jiermeatcs tserj pait of ecoiiouiics 
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RICARDO’S DOCTRDIE AS TO TAXES AND IMPROVEMENTS 
IN AGRICULTURE 

Much has already been said about tlio excellence of Ricardo’s thought and 
the imperfections of his expression of it, and in particular notice has been 
taken of the causes which led him to lay down the law of diminishing return 
without proper qualifications. Similar remarks apply to his treatment of the 
influence of improvements and the incidence of taxes in agriculture. He was 
especially careless in his criticisms of Adam Smith ; and as Malthus justly said 
(Summary of Section x. of his Paliticd Econmmj), " Mr. Ricardo, who generally 
looks to permanent and final results, has always pursued an opposite policy iu 
reference to the rents of land. It is only by looking to temporary results, that 
he could object to Adam Smith’s statement, that the cultivation of rice or of 
potatoes would yield higher rent than corn.” And Malthus was perhaps not 
far wrong when he added ” Practically, there is reason to believe that, as a 
change from corn to rice must be gradual, not even a temporary fall of rent 
would take place." 

Nevertheless, in Ricardo’s time it was of great practical importance to 
insist, and it is of much scientific interest even now to know, that in a rountry 
which cannot import much com, it is very easy so to adjust ta.\'e.s on eiiltiea- 
tion and so to hinder improvements as to enrich the landlords for a lime and 
to impoverish the rest of the people. No doubt when the people had been 
thinned by want, the landlords would sutler in pocket : but that fact took 
little of the force from Ricardo’s contention that the enormous rise of agricul- 
tural prices and rents which occurred during his life was an indication ef an 
injury to the nation beyond all comimriaon greater than the bcnelils received 
by the landlords. But let us now puss in review some of those arguments iu 
wliich Ricardo delighted to start from sharply defined assumptions, so as to 
get clear net results, which would strike the attention ; and w hich the reaider 
might combine for himself so as to make them applicable to the actual fact.s of 
life. 

Let us first suppo.se that the “Corn” raised in a country i.s absolutely 
necessary ; i.c. that the demand for it has no elasticity, and that any ehanue iu 
its marginal cost of production would allect only the price that people jiaid for 
it, and not tlic amount of it consumed. And let us suppose tliat no Corn is 
imported. Then the effect of a tax of one-tenth on Corn would he to cause its 
real value to rise till nine-tenths as much as before w ould suffice to ronumer.ilo 
the marginal do.se, and therefore every dose. The gross Corn surplus on uveiy 
piece of land would therefore remain the same as before ; but one-tenth being 
taken away as a tax, the remainder w'ould bo nine-tenths of the old Corn 
surplus. Since, however, each part of it would have risen in real value in the 
ratio of ten to nine, the real surplus would remain unchanged. 

But the assumption that the demand for produce is absolutely inelastic is 
a very violent one. The rise in price would in fact be sure to cause an immedi- 
ate falling-off in the demand for some kinds of produce, if not for the st,aplo 
ciTcals : and therefore the value of Corn, f.e. produce in general, would never 
rise in full proportion to tlic tax, and less capital and labour would bo applied 
' Compare VI. ix. I. 
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in the cultivation of nil laiuls. Tlicro would thus bo a diininulion in the 

Corn suiplus from all lands, but not in the same piO|X)rtion fi-oiii all ; and 

since a tenth of the Corn sui'[ilus would be taken by the tax, while the vnlfie 
of each part of it would have risen in less than the ratio of ten to nine, there 
would bo a double fall in the real surplus. (The diagrams on ])age Hid siiggi'st 
at once trnnslalion.s of those leasoniiigs into the language of geometry.) 

The immediate fall would be very gifat under inodein conditions in which 
free importation of Corn i)revc'nta its real value from being much raisAl by 
the tax; and the same result wouhl follow gradually, even in the absence of 
importation, if the rise in it.s real value diminished the numbers of the jieoplc ; 
or, what is at least as jirobable, if it bad the elleet of lowering the standard of 
living, and the eflieieney of the working ]iopuhition. These two effects would 
operate very mueh in the, same way on the proilncer’s surplus; both would 
make labour dear to tlu' employer, while llie latter would also make real 
time wages low to the worker. 

Ricardo’s reasoning.s on all these f|uestions are rather difficult to follow : 
because he often gives no liint when he ceases to deal with results which are 
“ immediate,” and belong to a " short jauiod ” relatively to the urowth of 
population; and ]iasses to those which are •‘ultimate,” and belong to a 
‘‘long ]ieriod” in wliieh the labour value of raw produce would have time 
materially to alTi et the numbers of the jieopic and therefore the demand for 
raw produce. \\ hen such interiireting clauses are suiiplied, very few of his 
leasonings will be found invalid. 

\Vc may now imss to his argument with ivg.ard to the influenec of improve- On tlie 
menhs in tiie arts of agrieulture. which he divides into two classes. A sjiecial as- 
scientilic interest attaches to his tiealment of the tirat, which consists of those ?u“pdon 
iin]irovemonts that " 1 can obtain the same produce with less capital, and 
without disturbing the ditlerenco between the jiroductivo powers of the wliich iii- 
suocessivc portions of ca|iital ‘ of courae neglecting for the purjioso of his crease the 
general argument the fact that any given im|)rovement may bo of greater return to 
servieo to one particular piece of land than anolber. (Sec above. Rook IV. 
ch. ID. § 4.) Assuming us before that the demand for Corn has no elasticity, by*i!J[uai 
lio proved tlint capital would be withdrawn fimn tlie jioorer lands (and from nmoums 
the more intensi\’e cultivation of the rivber lands), and theix’fore tlio sui’iilua willcauso 
moasui'cd in ( 'orn, tlie Corn surplus— as we may say — obtained by ap[)lications " 
of ca])ital under the most ihvouralile eireiiinslanevs, will be a surplus relatively 
to lands not so ])oor as those which were on the margin of cultivation before ; 
and tliu differential jiroduetiveness of any two applications of capital roniaining, 
by liypotliesis, iiiulianged, tlie Corn surplus must necessarily fall, and of course 
the real value ami the labour value of the siirjilus will fall niueli more than in 
projiortion. 

Tills may be made clear by the adjoining ligun'; in wliieh curve AC 
iX‘presents the return which the land ol the wliole 
country, ivgarded as one farm, makes to doses of capital ^ j,-;,, jq 
and labour applied to it, these doses being arranged j 
not in the order of tlieir application, but in llial of 
their produeliveiiess. In eipiilibrium Oi) doses aro 
applied, the price of tlio Corn being such Hurt a leturn 
DO is just sullicient to reinunerale a dose; Iho wbolo h 
amount of Corn raised being rejirescnted by the area 
AODC, of wliicli AJIC n-pie.sents the aggregate Com 
surplus. [W'c may pauso to iiuliee Hint the only change ° o' o 

in the intorprolatioii of this diagram which is required by our making it refer to 

* Cli. II. CMevtal Ifurlv., ]!. 42. Comii. Caiuuiu’s I’roduclion and Distribution, 

1770-isl8, jip. a25-(i. Iticttulo’s Jislinetion between his two classes of improve- 
ments is not altogctlicr Impiiy, and need not bo considered here. 
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the whole country instead of a single Airm, arises from our not being able now, 
as we could then, to suppose that all the several doses of capital aro apidied 
in tho same neighbourhood, and that therefore the values of equal portions 
(of tho same kind) of produce arc equal. We may however get over tin's 
difficulty by reckoning the expenhca of transporting the produce to a common 
market as part of its expenses of prorluction ; a certain part of every dose of 
capital and labour being assigned to the expenses of transport.! 

l^orv an improvement of Ricairlo’s first class will inen-ase tho return to tho 
dose applied under tho most favourable conditions from 0.\ to O.l', and tho 
returns to other doses, not in like proimrlion, but by equal iimoiiniK. The 
result is that tho new produce curve A'C' will be a repetition of the old produce 
curve Jf, but raised higher than it by the dlstanee -I.I'. If. therefore, there 
were an unlimited demand for corn, so that the old number of dosis, OlJ, 
could be profitably applied, the agareg.rte Corn surplus would remain the same 
as before the change. But in fact srieh an immediate increase of production 
could not be profitable; and therefore an improvement of this kind must 
necessarily lessen tho aggregate Com .surplus. And on the assumption made 
hero by Iticardo that the aggregate piwlueo is not increased at all, only 01/ 
doses will be applied. 01/ being determined by the condition that A'OI/C is 
equal to AOI)C\ and the aggn-gatc Corn surplus will shrink down to A'll'C'. 
This result is indejX'ndent of the sha])e of .If; and. which is the sanu- thing, 
of the particular figures selected for the numerical illustration which I’icaido 
used in proof of his argument. 

And hero we may take the ocoision to remark that numerical instanirs 
can as a rule be safely usi'd only as illnsiration.s and not ns jiroofa : for it is 
generally more difficult to know w lictlicr the result has been im])Iicit ly assumed 
in tho numbers show n for the six-cial case than it Is to di'termine independeni ly 
whether the result is true or not. Uicardo himself had no mathem.dieal 
training. But his instincts were unique ; and very few trained mathomatiiiaiis 
could tread as safely as he over tho moat i)erilou5 coiirses of reasoning. Kven 
tho acute logical mind of Mill was unc(|ual to the task. 

Mill characteristically observed that it is much more probable that nn 
improvement would increase the retuias to ea))ital a))plied to different classes 
of land in equal proiiorliou.s than by equal amounts. (See his second case, 
Poliliral Econom;/, Book iv. eh. in. § 4.) He did not notice Hiat by so doing 
he cut away the basis of Ricardo's sharjily defined argument, whieli was that 
the change did not alter the differential advantages of different aiqilications 
of capital. And though he arrived at the same result as Ricardo, it was only 
because his result was implicitly contnined in the numbers ho choso for his 
illustration. 


The adjoining figure tends to show that there is a class of economic problems 
which cannot be safely treated by anyono 
of less genius than Ricardo without the J ig. 11. 

aid of some apparatus, either of mathe- 
matics or of diagrams, that present a.s a \ 

continuous wliole tlic schedules of ^ \ 

economic forces, whether with regard to \ 

the Law of Hiininisliing Return or to , ' 

those of Hcmand and Supply. The \ \ 

curve AC has the same interpretation in \ \ 

this figure as in the last; but the iin- \ \ 

provement has tho effect of increasing w 

the return to each dose of capital and ~ ^ ^ 

labour by one-third, i.e. in an equal lira- ^ ° 

portion and not by an equal amount : 
and the new produce curve A'C stands 

much higher above AC at its left end m 5" 
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than at its right. Cultivation i.s restrietod to OD‘ dosos, whore the area 
A'OD'O', representing the new aggregate product, is as before equal to AOlJC; 
and A'lI'C' is as before the new aggregate Com surplus. Now it can bo easily 
proved that A'H'C is four-thirds of AKE, and whether this is greater or less 
than AHC depends upon the particular shape assigned to AC. If -16' bo a 
straight lino or nearly a straight lino (both Hill’s and Ricardo’s numbers repre- 
sented points on a straight IProduco line) A'lI'C would be loss than AllC; 
but with the shape assigned to AO in our figure A'lI'C is greater than AHC. 
And thus Mill’s argument is, while Ricardo’s is not, dependent for its con- 
clusion on the particular shape assumed by them for the gross produce curve. 

(Mill assumes that the cultivated part of a country consists of three 
quantities of land, yielding at an equal expense GO, 80, and 100 bushels; and 
he then shows that an improvement which increased the return to each dose 
of capital by one-third, would lower corn rents in the ratio of 60 to 20^. But 
if he had taken tho distribution of fertility in a country to be such that the 
land consisted of three qualities yielding at an equal expense 60, Go, and 115 
bushels, as is done roughly in our figure, he would have found in that case the 
improvement would raise corn rents in the ratio 60 to 66|.) 

Finally it may be noticed that Ricardo’s paradox as to the possible effects 
of improvements on the rent of land is applicable to urban as well as agricultural 
land. For instance, the American plan of building stores sixteen stories high 
with steel frames, and served with elevators, may bo supposed suddenly to 
become very efficient, economical and convenient in consequence of improve- 
ments in the arts of building, lighting, ventilation and tho making of elevators. 
In that case the trading part of each town would occupy a less area than now; 
a good deal of land would have to revert to less remunerative uses ; and the 
net result might possibly bo a fall in tho aggregate site values of tho town. 
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Noie I (p 70) The law of diminution of marginal utilitj may be c\pu -id 
thus — If u be the total utihty of an amount z of a commodity to a gi\in pii-uii 

at a given time, then marginal utility is measured by ^ wink mi laiiin 

the marqiivd degree of utihty Jetoiw and some otlicr nriteis int ' Ind utditi 
to indicate what Jevons elsewhere calls Fmi! degict of utiliti Tliiit is i j im fii 
doubt as to which mode of eapiession is the mure couicnicnt no question of 
prmciple is mvolvccl in the decision Subject to the qiulidcations mcntiuiiid in 

the test ^ IS always iicgatnc 

Noil II (p 81) If m is the amount of money or genual puichtung pniti 
at a person’s disposal at any time, and ji lepicscnts its totil utdit\ to linn t'icn 

^ represents the marginal dcgico of utility of money to him 

If pis the price which he is just willing to pay for in amount z of the commodity 
which giics huu a tolil pleasure a, then 

(tu . . , ilg. Ip d I 

If p' IS the price which he h just willing to pu for an amount a of iiiotlici 
commodity , which adords him a total pkasuie i , then 

ilji dp _ d t 
dm lx dx ' 
dp dp _d ( d i 
di ilx dc i/c 
(Compare levons’ chapter on tin J’hmy of h tekinge p 131 ) 

Every mereaso in nis mi ms dimmisheb the m ugmvl dcgiie of utility of money 

to him, that IS, IS alw lys negative 

Therefore, the marginal utihty tu him of an amount * of n commodita itmaiimig 

unchanged, an mcicase m his means mcreises ^ ic it ineriascs^ tint 

dx dm Hc 

is, the rate at which he is w illing to pay for fuither supplies of it e m la u- I'd 
^ as a function of ni, u, and x, and then we have alw lys positiac Uf 


and then fore 


tpp 


dmdt 


course is always positive 

Noil IJf (pp S6-7) Let P, P' be eonseeutiae points on the demand lune, 
let PP If bo diawn peipcndieular to Ox, and let PP cut Os and Oy in I and ( 
lespectnely, so that PR is that increment in 
the amount demanded which corresiionds to a 
diminution PR in the price per umt of the 
commodity 

Then the elostioity of demand at P 
meaeured by 
P'R PR 


OM PW 


, PR PM 
FR ^ OM’ 

le bygxorby^. 
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When the distance between P nnd P' is diminished indefinitely, PP' becomes the 
tangent; and thus the proposition stated on pp. 86-7 is proved. 

It is obvious d priori that the measure of ehisticity cannot be altered iiy altering 
relatively to one another the scales on which distances parallel to Ox and 0;/ are 
measured. But a geometrical proof of this result can be got easily by the method 

of projections : while analytically it is clear that ^ -p — which is the analytical 

expression for the measure of elasticity, does not change its value if the^ curve 
y = / (j) be drawn to new scales, so that its equation becomes jy = / (px); where 
p and q arc constants. 

If the elasticity of demand be equal to unity for nil prices of the commodity, 
any fall in price will cause a proportionate increase in the amount bought, arid 
therefore will make no change in the total outlay which inirchascrs make for the 
commodity. Such a demand may therefore be called a conulunl ovtlaij demand. 
The curve which represents it, a eon^lant o-tllnn cun<e, its it may be called, is a 
rectangular hyperbola with Ox and 0// as asymptotes; and a series of such curves 
are represented by the dotted curves in the following figure. 

There is some advantage in aecii-stoming the eye to the shape of these curves; 
so that when looking at a demand curve one can toll at once whether it is inclined 
to the vertical at any point at a greater or less angle than the part of a constant 
outlay curve, which would ])ass through that point. Greater aocuraey may be 
obtained by tracing constant outlay curves on thin paper, and then laying tlie 
paper over the demand curve. By this means it may, for instance, be seen at 
once that the demand curve in the figure represents at each of the paints A, B, C, 
and D an elasticity about equal to one; between A and B, and again between 
C and D, it represents an elasticity greater than one; while between B and 0 it 
represents an elasticity less than one. It will be found that practice of this kind 
makes it easy to detect the nature of the assumptions with regard to the character 



of the demand for a commodity, which are implicitly made in drawing a demand 
curve of any particular shape; and is a safeguard against the unconscious intro- 
duction of imiu'obablo assumptions. 

The general equation to demand curves representing at every point on elasticity 

equal to Ji is — + Ji — = 0, i.e. xy” = C. 

^ X u 

dx C 

It is worth noting that in such a curve ^ = — pr+l’ proportion 
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in which the imount demmcled uitieises in ciiiiiequinct of i biniU fill in tin 
price \aii(,» iiner&ely as the (n + 1)“* pontr of tin piitc In the cist of the 
cohatmt outlay ciiiics it \aiiea iniciseh as tin sqiiiic of the piicc, oi iiliiili is 
the same thing in this case dnectli is tin. bcjiiiic of the inioiint 

Norn It (pp 'll The 1 ipso of tinu 1 1 i/io iiii isiiml lomiii iids iloiig Oy 
and the amounts of mIiicIi icioid is bung in nit lim_, y 
measuied bj distuiccs fioin 0/ then P nid P bcin^ \ 
i Ijacflit points on the cuiie iiliich tiices the gioiith of \ 
the amount, the late of incieasc in a am ill unit of time j \ 

N ^ li, \ 

pjl _m p_n _ ^ p_H ^ pji 

P.\ ~P 11 P \ \l P \ Al ’ '' 

since PV ind P ^ lie equil in tin limit p 

If ue take a lear as the unit ot time ue find the h 

annual i ite of incieabe ripicsented bj the inieise of I ^ 

the number of jeaia in i — 

It uere equil to e, a constant for all points of the cuivi linn tli i if i 
increase would be constant and equal toi In this eise x — f ii ill i ilii s 

C UL 

of a, that lb, the equation to the cuiie ib y — « — f li _ i 

Note V (p 102) AVe hue steii in the test tint the i ite it iil ii li fiitiir 
pleasures are discounted Hues gieitl> liom one indiinluil to in tli i It 
r bi the nte of niteiest pci innum iihieh must bi id led to i piistnl pi i iiu in 
ordei to mike it just balinoe i futuie pltisiuc tli it mil be of cqiiil im uni 1 1 
its locipieiit, when it comis then i miy be M oi even 2(10 pii tint to in j ii in 
while loi Ills neighboui it is v ntgiUte quiiitit} Moitoici stme pli i nit ii 
more urgent thin otheis, and it is conctit iblo t len that iptisonmii lit unt 
future plcasuits in in nregulir random w ii , lit mil bo almost as willii to 
postpone a pl( ibiiro for two j tils Is foi one oi on the otlni hand, In in \ Ij t 
leri strongli indeed to i long postponement biitsciictli at ill to i 1 it n 
There is some ditfeienee of opinion is to whethti sueli nitgul iiitics iii fuqn 1 1 
ind the question cinnot cisilt bi tletidtd, foi since tin istimiti of i [hi in 
Is puieli subjetliit it would be tlifhciilt to ditect them if tln\ did oi in In i 
else m which tlieie aie no such lire gill iiitics, the i ite of distount will 1 tl i in 
for each element of time, or to stite the sime thing in othti woids it will tl i 
the exponcntiil law And if ft be the futuie imount of i pit isiiie of wliith tin 
[iiobabiliti Is j) ind which will oceux if it ill it time t, ind if A — 1 / tl in 

the present i ilue of the plcasuie lo phJt~' it must howeitr, bo boiin in niin 1 
that this result belongs to iledonics ind not piopeili to 1 cuiioinits 

\rguing still on the simi hiiiothesis we mil sii tint if tu be tin j i 1 il ill \ 
that a peison will deiiie in elt ment of h ippiiii ss Aft fiom Hit possi in 1 s \ 
a pi mo in the element of time At, then the iiitsent i alue of the pi iiio to him is 

fT 

j aiJ£~ ^ // If wc i!f to inclu ic vll tli luppincss 111 it u ulU fioui tin. c\int 
at whatcici di-»time of Imu. mc nui^t lilc / If Hit siuici i f j h isiiiu is 

111 Bentli iin s p[ii I'tc iinpuu iu„iIi\l loi soiiii \ iliit it 

i, 'ind of tom sc tin Mholcialut t tlit iiiltj.! il m i\ li m_iti\L 


Ivoil \I (pp 109 lUl If y Ic tilt putt at M Inch in iniount ^ of Koinnirdifi 
can find nmth isti& m i cu m iiktt uid 1 / = / (r) be tlit ttpi ition to the (U ni in I 

fO 

cui\e, then the total utiht\ of the toinroodit\ is mtasuied b\ / /(x)rfi whtu « is 

the imount con'sumtd ' 

If ho\\t\ti in imount b of the commodity i-s nttfaSirv foi tM-sttutt / [z] will 
be infinite or at Ic i^t indtfinittl^ gicat, foi a ilucs of r less tli iii h W t nni*'ti 
theiefore take life for gianted, and estimate stpaiattlj the total utilitj oi tint 
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part of llio supply of the commodity which is in excess of absolute necessaries : 

it is of course / /(.>■) dj-. 

■ » 

If there arc several commodities which will satisfy the samo imperative want, 
as e.g. water and milk, cither of which will quench thirst, wo shall find that, under 
the ordinary conditions of life, no great error is introduced by adopting the simple 
plan of assuming that tlic necessary supply comes exclusively from that one wliich 
is cheapest. j 

It shoulil be noted that, in the discussion of consumers' surplus, we assume 
that the marginal ut ility of money to the individual purchaser is the same throughout. 
Strictly speaking wc ought to take account of the fact that if ho spent less on tea, 
the marginal utility of money to him would be loss than it is, and he would get 
an element of consumers' s\irplus from buying other things at prices which now 
yield him no such rent. Hut these changes of consumers’ rent (being of the second 
order of smallnc.-is) may be neglected, on the as.sumption, which underlies our 
whole reasoning, that his ex'penditiirc on any one thing, as, for instance, tea, is 
only a small part of his whole expenditure. (Compare IJook V. ch.m. § 3.) If, 
for any reason, it be desirable to take aeeoiml of the inllucnco which his expenditure 
on tea e.xcrts on the value of money to him, it is only necessary to multiply f {x) 
within the integral given above by that function of xf (.r) (i.c. of the amount which 
he has already spent tjn tea) which represents the marginal utility to him of money 
when his stock of it Inis been diminished by that amount. 

Note VII. (p. 111). Thus if «„ tu, a,, ... be the amounts consumed of the 
sevcnil commodities of whiclt 6j, . . . arc necessary for existence, if ;/ = /i (ar), 

y = /o (J >, y — /i, (.r), ... be the equations to their demand curves and if we may 
neglect all inequalities in thu distribution of wealth; then the total utility of 

income, 6uli.-.i.<;tencc being taken for granted, might be represented by 

if we could find a plan for grouping together in one common demand curve all 
those things nhieli satisfy the same wants, and are rivals; and also for every 
group of tilings of which tlie services arc complementary (see Book V. oh. vi.). 
But we cannot do this ; and therefore the formula remains a mere general expres- 
sion, having no practical application. See n.^ on p. 109; also the latter part oi 
Note XIV. 

Note Vtll. (p. 111). If y Iw the hapiiiness which a person derives from an 
income aq and if. afler Bernoulli, wc a.-siime that the increaseil liapirinc.ss which 
he derives from the addition of one per cent, to his income is the same whatever 

his income be, we have j- = K, and .'. y = K log .r -|- C when K and C are 
fix 

constants. I’lirther with Bernoulli let us assume that, a being the income w'hich 
affords the hurt -I necessaries of life, pain cxcced.s iilcasure when the income is less 
than «, and balanci-s it when the income equals «; then our equation becomes 

y = K log-. Of course both K and « vary with the temperament, the health, 

the habits, anti the social surroundings of each iiidivitlnal. Baplaee gives to x the 
name f'.rli'ne jiliy~i'/>ie, and to y the name forlinie morule. 

Bernoulli himself .seems to have thought of r and a as representing certain 
amounts of pro[a'rty rather than of income; but we cannot estimate the property 
neces.-iary for life w it bout some undenstanding as to the length of time during which it 
is to su])iiorl life, that is, without really treating it as income. 

Perhaps the guess which has attracted most attention after Bemoulli’s is 
Cramer's suggestion that the pleasure afforded by wealth may be taken to vary 
as the square root of its amount. 

Note IX. (p. 112). The argument that fair gambling is an economic blunder 
is generally based on llci-noulli’s or some other definite hypothesis. But it requires 
no further assumption than that, firstly the pleasure of gambling may be neglected ; 
and. secondly, i^" (.r) is negative for all values of x, where tj) (x) is the pleasure 
derived from wealth equal to x. 
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Tor Biipposo tint the chance that a particulu c\ent will happen is p, and a 
man makes a fan bet of pt/ against (1 — p) »/ that it mil happen By so doing 
he*changes his capectntion of happiness from 

4 (i) to {a + (1 — p) y) (I — p)^(x— py) 

This when expanded bj lajloi s Theorem becomes 

(as) + Jp (1 - ?)V^ {r r ®(1 - P) '/} ! ' p’ 0- - V) V" 4‘ (x—Opy), 
as3uni«ig 9I (*) to negatiie for all aaliies of a, this is alnajs less than ^ (a) 

It IS tine that this loss of prol able happiness need not be greater than the 
pleasure denied from the excitement of gambling and we aie then thiown hick 
upon the mduetion that pleasures of gambling ait in Bcntliain s phiasc impiiie 
since experience shows that tliei aie likeli to engendc a restless feiensh c h 11 ictei 
unsuited for steads woik as util as foi the higher and more solid pliasuits of lift 


XoTE X (p IIS) rollowing tn the same lines as in Xotc I kt us take « to 
rcpiescnt the disutilitv or discomnioditi of an amount of 111 0111 1 then ^ measmos 
the marginal degice of disiitilitx if 111 our, and sul jeet to the qiiilifieations 
mentioned in the text ^ispositiie 

Let m be the amount of mone^ or genoi il pmchasing power at 1 per on s 
disposal p. its total utiliti to him and the cforc its marginal utilitx Hiiis if 

Alt be the wnj,es tint must be paid him to induce him to do liloiir A 1 th 1 
, rf/t . , (li (la (h 

i/wi" rfl dm~ dl 

If lie sssuDie that Ills dislike to Jalioiir IS not i Imd hit t Ihidii itiiig qiniititi 

^ i f , , , , ,, d II d I , ,, 

aie al 1 Its 


we max regard is a function of m t and I and then 1 oth 


positix e 


dm !l dl dl 


Note XI (p 200) If mtmhcis t f anx species i f hiid 1 eem to adopt aqintie 
habits, exer} inoreasc in the xxtls Ittxxeen the toes — wliitlur eoniin, ilrut 
giadually bj the opciation of natiii il stlcction orsiuldtiilx as i spoil — will in ( 
them to find their adxantagc moic in aqiiitic lift an 1 mil mil c then elnn t t 
Icaxing ofTspiing depend moir on the incieisc ol the wtb ‘•o tl it if f (I) tli 
axerago area of the xicb it tint I then the latc of inert ast of flu wtli 111 itists 
(within certain limits) with cxtix mcita c in the well uid fheitf iit/ (f) is po ifitc 
Now we 1 now hx I ixlor s Tin 01 cm that 

fU ') = /(/)-//(') M) 

and ]f /i be tli'it /i" js Kree then / (^ i 7) ^iill lo raiiclipreiierthin 

/ {/) c\(n thou Ji / (/) he smill uid / (0 is iK\tT liif.c 'JIuk is iuok 11 n i 
pupoificnl connection ]ct\^«cn the id nrc rmde 1\ the ippliiitirns nt tie 
diitorentiil CTleulus to ]ilnsics 'll the <n 1 of the f nth centun ui 1 the 1 ( in 
ning of the nineteenth 'ind the use ct the thtc n of ^^olutI n In sopk 1 is 
veil IS in 1 io!( ve lie k iinin„ to v itch the lecumiil itrd clU cts r f fouc s v liicli 
though ve*!!! at first „ct ^.rcitcr stienuth iicni the ^^.rruth of (hen rvn c/ket 
and tht uiiuci'sal foini of vhich c^ci\ such fiet is a spctnl cmlidimint i 
T nlor 9 Thcoitm or if the aeticn of nn ic than one caii'-e at a tunc is to 1 e 1 il n 
acccount of the corresponding expression of a function of &e\cial a iiiablo? J Ins 
conclusion Vtill icmain nlid cicn if further inaestipition confiiins the suggestion 
made by some Mindclians that gradual changes in the i leo aie originated hit,e 
di\ergcnrcs of indiMdiuls from the prevailing tvpe Tor economics is a stud\ 
of mankind of paiticulai nations, of particular bocial &ti \ts and it is onlj in 
directly conccincd vith the livcb of men of exceptional genius oi exception il 
vicj edness and Molcnec 


Noti XTI /p 270) If as m Ivotc \ v be the discoramoditv of the amount 
01 ] ibour vhith a pcisoii has to exert in older to obtain an amount a of a ( oni 



MATHEMATICAL APPENDIX 695 

moditj from which he deji\es a pltisute k, then the pleaauie of havmg’further 
supplies ■will be equal to the pain of gettmg them when ^ ^ 

If tin, p nil of 1 ibour bo regarded is a negati\ e pleasure , and w e w i ite h = —v, 
theii^+ = 0, le II I b = a maximum at the point at which his labour 
ceases 




Koir XII ?! (p (i54) In an article m the Owmale degh EcoTwrmih for 
Febiuaro IS'Jl, Piof Elgcworth draws the adjoining diagiam, which repre 
scuts tho casts of bartci of appl's foi nuts described on pp 052-4 Apples are 
measuicd along Oi and nuts along Oy Op = 4, po = 40, and a represents 
the teiminatioii of the hist Ini^im m which 
4 appks lia\o bten cxchingid for 40 nuts, 
m the ease in whitli 1 gots tho adi intage at 
starting b icpiistnts tho second and c tho 
finil stage of tint list On tho other hvnd, 
a 11 presents the lust ind b c,d the second 
thud and final stag s of tho sot of bargains 
m which B gits tin idvantigo at stalling 
QP, the locus on w Inch t vn 1 <? must both 
neccssaiiU lie is called bv Piof Edgeworth 
the C ntmit Ciine 

Eollowing a method adopted m his Matjtr 
mill il P 1 / 1 1 •, (ISSl), he takes U toicpicsent 
tho total utilitj to 4 of ippks intl nuts when ho ° * 

h IS gii rn up a ipples anti leccii cel >/ nuts V tho total utility to B of apples and nuts 
when ho Ins rtotisetl a apples and given up y nuts If an additional A* apples 
are cxohaiig 1 for Ay luits, tho exchange will bo indilTerent to 4 if 



(U 

<U 


Aaf^^A, = 0. 


and it will bo in liflftront to B if Ar -r ^ A 7 — 0 Those, therefore, are the 

GqintJons to the inlifTticncc cunts OP and OQ of the figure rcspectncly and 
the conti ict cunc which is the lo(u> of pomtj* at which tho terms of e\change 
tint arc iiidiiTciciit to 1 no iKo ludillcicnt to B has the okgant equation 
di _ if ^ 

dx dij il d } 

If the utlllt^ of nuts bo constant foi A and also for Bt - 7 — and -j- 

® dy dy 

bocoine const int L becum s <D {a — x) i ay and T becomes 'I (n •— x) + 
and Iht conti iit cunc 1 conus I (a) = 0 or i = C thit ib, it is a strai^jht 
lino paiilltl to 0/ nid the \ dm ot A/ At gi\cn b> either of the indiffercnco 
cur\cs a lunction ot ( thus shjwin^ tint bv whiti\cr louto tho buter may 
h i\e stilted cquilibiium will hue Ihcii found at a point at which C apples ha\o 
been cxchingcd ind the finil i itc of cxchaiigi is i iumtion of C, that is, it is a 
conslint ilbo 1 Ins list ipplicition of Ti -if I d-.<.woith s mathcmaticil version 
ot tho thcoii ot hiiUi to c nhim the icsults ici lied in the tt\t, was hrbt made 
by Mi 13cir\ and is pul lishc I 111 the (. i tnU ie/h I ton miidi for June, 1891 

Prof Udgewoith s pi in of icpicscntin^ U ind I is gcneial functions of x and 
y has grcit itti ictions to the ni ithcmitieian, but it seems less adapted to express 
the eiory day fiets of economic life than that of rcgirding as Jeions did, the 
marginal utiliticb of apples as functions of x simply In that cose, if A had no 
nuts at btiiting as ib vssiimrd 111 the paiticular ciso under discussion, U takes 
the form 
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similarly for V \n<l then the eqmtmn to the contract oiino is of tlie form 
(^1 (n - a) (I/) = ^2 (1) - '!>> (6 -y), 
vihn-h IS one of tin. Equations of E\ehnnge in Jcions T/ieori/, 2n(t Eilition, p KIS 


Noti Mil (p 291) TTsiiifs the same notition m Note V , let us take our 
starting point is icgirds time it the date of lieginning to build the house iiul 1< t 
T be the time occupiid in building it Then the present laliie of the plci-urcs, 
whictfhc expects to dtiiie from the house, is 




Let A« be the element of effort that «ill be incurred b> him in biiildina the 
house »n the intcnal of time A/ (lx.t»ccn the time I and the time i + At), tlien the 
present laliic ol the aggicgate of effort is 

•'0 

If there IS an\ iinceitoint^ as to the labonr th^t will bo rcquiiccl, o\cr\ possible 
element mu«*t be counted in, multiplied b^ the probabilit\ , a> , of its btinj' urjiiiiLd , 

fT 

and then V becomoa / <aR~* -t- dt 


If ve tiansfei the starting point to the date of the completion of tlic Iioiinc, 
a 0 hci\ e 




\r- ^ff/and I 
dl 


=r»-s 


dt. 


where Ti = T — T , and this st irting point, though peilups the le ' nitiiul 
lioiii the mathom itic il point of new, is the moio nituiil fiom tin, point of iiiii 
of ordinary business Adopting it, wi see 1 is the aggregate of cstimitod piiiis 
mcuiitd, each billing on its back as it weie, the accumiil ited Iiiirili n of tin 
waitings betwiiii the time of its bting mciiiiid and the time when it liigms tj 
bear fruit 

Jeions' discussion of th< miestmcnt of capit d is somewhit iiijiirid In tin 
iinnteessuy assumption tint the function lepiesinting it is in tspiission ot tin 
first oiilir, which is the more rcnnikiblt is he hid himstlf, wlwn deiiiibiiiu 
Gossen s work, pointed out the objections to the phn followed by him ( mil \\ In wi 11) 
of substituting str light lines foi the miiltifoim euiits tint iipies lit the tine 
chaiacteis of the laii itions of economic <ju lutities 


Notp XI\ (p 297) Let a„ a. n„ be the seyeiil imouiits of dilTi mit 
kinds of libniii, is, ior mst iner woodcutting stone cany ing i iilli digging ti 
on the pait of the man in question tint would be used iii building Ihi limisi mi 
nnv giycn plin, and j), p , p , etc, the scyeni amounts of itenniinnd itinii it 
different kinds such as sitting looms, bed looms ofhees, eti wliidi tin li ui 
would affoid on tint pi in Iheii, using k and // as in the puMous noti, I t’ 
Tie ill functions of oj a, , and // licing a fiinition ol ^ /3,^ is i 
lunetion also nl a,, a_ Oj \\ c haic, then, to fanel the in iigin il iii\ istiuiiitsol 

each kind of lahoiii foi each kind of use 

dV ^djl <l£ ^iWd^ 

dai dp ddi dp da^ ~ dp ' da, 

dX ^dll ,ip ^dlld^ ^ d/l_dpj ^ 

rfoj dp rfa, dp dag dp da. 

These equations represent a balance of efioit and benefit The reil cost to 
him of a little cvtia laboui spent on cutting timber and wuikiag it up is )iist 
balanced by the benefit of the extia sitting room or bed loom accommodition 
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that ho could pet by so doing. If, however, instead of doing the work liimsclf, 
he pays carpenters to do it, we must take V to represent, not his total effort, but 
his total outlay of general purrhasing ]M)wer. Tlien the rate of pay which beds 
willing to give to carpenters for further labour, his marginal demand price for 

their labour, is measured by ~ ; while ^arc the money measures to him 
na 'Ip rip 

of the marginal utilities of extra sitting-room and bed-room accommodation 

respectively, that is, his marginal demand prices for them; and ^ aJP the 

fia da. 

marginal efficiencies of carpenters’ l.abour in providing those accommodations. 
The equations then state that the demand price for carpenters’ labour tends to 
be equal to the demand price for extra sitting-room accommodation, and also for 
extra bed-room accommodation and so on. mnltiplied in each case by the marginal 
efficiency of the work of earpentci's in providing that extra accommodation, proper 
units being chosen for each element. 

When this stiitement is generalized, so as to cover nil tho varied demand in a 
market for carpenters' labour, it becomes : — the (marginal) demand price for 
earpcntcT's’ labour is the (marginal) efficiency of carpenters’ labour in increasing 
the supply of any product, multiplied by the (marginal) demand price for that 
product. Or, to jiut the same thing in other words, the wages of a unit of car- 
penters' labour temls to bo equal to the value of such ]iart of any of the products, 
to producing which their labour contributes, ns represents the marginal efficiency 
of a unit of carpenteis' labour with regiird to that product; or, to use a phrase, 
with which we shall be much occupied in Book \'I. eh. r., it tends to be equal to 
the value of the “ net jiroduet ” of their labour. This proposition is very important 
and contains within itself the kernel of the demand side of the theory of distribution. 

Let us then sup]iose a master builder to have it in mind to erect certain build- 
ings. and to he considering what different accommodation he shall provide; as, 
for instance, dwelling-houses, warehouse.’, factories, and retail shop-room. There 
will he two classes of questions for him to decide : how much accommodation of 
each kind he shall provide, and by what means he shall provide it. Thus, besides 
deciding whether to erect villa residences, offering a certain amount of accommoda- 
tion, ho has to decide what agents of production ho will use, and in what pro- 
portions; whether c.g. he will use tile or slate; how much stone he will use; 
whether he will use steam power for making mortar etc. or only for crane work; 
and, if he is in a large town, whether he will have his scaffolding put up by men 
who make that work a speciality or by ordinary labourers; and so on. 

Let him then decide to providi- an amount (3 of villa accommodation, an amount 
jS' of warehouse, an amount ji" of factory accommodation, and so on, each of a 
certain class. But, instead of supposing him to hire simply a,, a-, . . . quantities 
of different kinds of labour, ns before, let iis cla.ss his c.xpenditurc, under the three 
heads of (1) wages, (2) |irice.s of raw material, and (3) interest on capital : while 
tho value of liLs own woi’k and enterprise makes a fo;uth head. 

Thus let .r,. a--, . . . be the amounts of different classes of labour, including that 
of superintendence, which he hires; the amount of each kind of labour being made 
up of its duration and its intensity. 

L(‘t pi, I/,. . . . be amounts of various kinds of raw materials, which arc used up 
and embodied in the buildings; which may be .siqiposed to be sold freehold. In 
that case, the pieces of land on which they are severally built arc merely particular 
forms of raw material from tho pre.scnt point of \iew, which is that of the individual 
undertaker. 

Next let X be the amount of locking up, or a])proi)riation of the employment, 
of capital for the several jmrposcs. Here we must reckon in all forms of capital 
reduced to a common money mea.sure, including advances for wages, for the 
purchase of raw material; also the uses, .allowing for wear-and-tear etc. of his 
plant of all kinds : his workshops themselves and the ground on which they are 
built being reckoned on the same footing. The periods, during which the various 
lockings up run, will vary ; hut they must be reduced, on a “ compound rate,” 
i.c. according to geometrical jirogression, to a standard unit, say a year. 

Fourthly, let ii represent the money equivalent of his own labour, worry, 
anxiety, wear-and-tear etc. involved in the several undertakings. 



MATHEMATICAL APPENDIX 


698 

In aJldition, there are several elements, which might have been entered under 
separate heads; but which we may suppose combined with those already nieii- 
tiened. Thus the allowance to be made for risk may bo shared between the last 
two heads. A proper share of the general expenses of w'orking the busiiK'ss 
(■‘supplementary coats,” see p. 299—300) will be distributed among four heads of 
wages, raw materials, interest on the capital value of the organization of the 
business (its goodwill etc.) regarded as a going concern, and remuneration of the 
builder's own work, enterprise sind anxiety. 

TMder these circumstances V represents his total outlay, and U his total 
receipts; and his efforts are directctl to making // — I’ a maximum. On this 
plan, we have equations similar to those already given, viz. : — 

il.i\ tip ‘ dxi dp' ' dx^ 

dl' _ dll ^ dp^ ^ 

rfa-j ~ dp ■ ~ dp' ' dx^ 


dV ^dJl dp ^djl d£_ 
diji dp ■ diji dP' ‘ di/i 


^ ^tlH dJ^^tW d^^ 
dz ^ dp ' dz tip' ‘ dz ~ ' 

dV ^ dH dp ^ dll dp^ ^ 
dll ~ tip ' dll ~ dp' ' tlti~ " ' ‘ 

That is to say, the marginal outlay which the builder is willing to make for 

an additional small supply, of the first class of labour, viz. 8.ri, is equal to 

tlx I 

^ ^ 8 * 1 ; i.o. to that increment in his total receipts II, which he will obtain 

by the increase in the villa accommod.ltion provided by him that will result from 
the extra small supply of the iinsl class of labour : this will equal a similar sum 
with regard to warehouse accommodation, ami so on. Thus he will have ilis- 
tributed his resources between varioas uses in such a way that ho would gain 
nothing by diverting any part of any agent of production — labour, raw inateri,\l, 
the use of capital — nor his own labour and enterprise from one class of liuilding 
to another : also he would gain notliiiig by substituting one agent for .another in 
any branch of his enterprise, nor indeed by any increase or diminution of his u-c 
of any agent. I’rora this point of \iew' our equations have a drift very simiiar 
to the argument of Hook III. ch. V. a,s to the choiei- between tliu different use-, of 
the same thing. (Compare one of the most interesting notes [f) attached to I’l-of. 
Edgeworth’s brilliant address to the Hriti-,h A.ssoeiation in 1S89.) 

There is more to be said (.see V. xi. 1, and VT. i. .S) on the diffieully of intc'r- 
preting the phrase the net product ” of any agent of production, wiiellier a 
particular kind of laijour or any other agent; anti perliaps the rest of this note, 
though akin to what has gone before, may more conveniently be read at a later 

stage. The builder paid ^ Saq for the last element of the labour of the fir-st group 
because that was its net product; and, if directed to building villas, it brought 

(in ^ 

receives lor an amount p of villa accommodation, and therefore pP the price which 
he receives for the whole amount P; and if wo put for shortness Sp in place of 

^ 8 * 1 , the increase of villa accommodation due to the additional clement of labour 

8 * 1 ; then the net product we are seeking is not pAj3, but pAj3 + p\p; where A/i 
is a negative quantity, and is the fall in demand price caused by the increase in 


him in ^ 8 .Ti, as special receipts. Now if p be the price per unit, which he 
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the amount of villa accommodation offered by the builder. Wo have to make 
some study of the relative magnitudes of these two elements pAp and /3Ap. 

If the builder monopolizecl the supply of villas, would represent the total 
supply of them : and, if it happened that the elasticity of the demand for them 
was less than unity, when the amount /3 was offered, then, by increasing his supply, 
he would diminish his total receipts; and pAj8 + fiAp would be a negative quantity. 
But of course he would not have allowed the production to go just up to an amount 
at which the demand would lie thus inelastic. The margin which ho chose for his 
production would certainly bo one for which the negative quantity /5Ap is less 
than pAj3, but not necessarily so much less that it may bo neglected in comparison. 
This is a dominant fact in the theory of monopolies discussed in Book V. chapter xiv. 

It is dorain.ant also in the case of any producer who has a limited trade con- 
nection which he cannot quickly enlarge. If his customers have already as much 
of his wares as they care for, so th.at the cliustieity of their demand is temporarily 
less than unity, he might lose by putting on an additional man to work for him, 
even though tiuit man would work for nothing. This fear of temporarily spoiiing 
a man’s special market is a leading influence in many problems of value relating 
to short periods (.sec Hook V. chs. v. vn. XI.); and especially in those periods of 
commercial dcprc-ssion, and in those rcgid.ations of trade associations, formal and 
informal, which wo shall have to study in the second volume. There is an allied 
difficulty in the case of commodities of which the expenses of production diminish 
rapidly with every increase in the amount produced : but hero the causes that 
govern the limits of fiioduetion are so complex th.at it seems hardly worth while 
to attempt to translate them into mathcm.atieal language. See V. Xll. 2. 

When however wo are studying the action of an intiividual undertaker with 
a view of illustrating the normal action of the causes which govern the general 
demand for the several agents of production, it seems clear that we should avoid 
cases of this kind. We should leave their jicculiar features to be analysed separately 
in special discussions, and take our normal illustration from a case in which the 
individual is only one of many who have efficient, if indirect, access to the market. 
If jSAj) be numerically equal to pAS, where p is the whole production in a large 
market; and an individual undertaker produced a thousandth part of j8; then 
the increased receipt from putting on an .additional man is pAj8', which is the same 
as pAj3; and the deduction to be made from it is only P'Ap, which is a thousandth 
part of pAp and may be neglected. Kor the jiurpose therefore of illustrating a part 
of the general action of the laws of di.stribution we arc jiistificrl in speaking of 
the value of the net product of the marginal work of any agent of production as 
the amount of that net product taken at the normal selling value of the product, 
that is, ns pAp. 

It may be noticed that none of these difficulties are dependent upon the sj'stem 
of division of labour and work for payment; though they are brought into 
prominence by the habit of measuring efforts and sati.'-factions by price, which is 
associated with it. Bobiuson Cnisoe erecting a building for himself would not 
find that an addition ofa thousandth part to his previous accommodation increased 
his comfort by a thousandth (lart. M'liat he added might bo of the same ch.aractcr 
with the rest ; but if one counted it in at the same rale of real value to him, one 
would have to reckon for the fact that the new ])art made the old of somewhat 
less urgent nec<I, of -somewhat lower real value to him (see note 1 on p. 34(>), On 
the other hand, the law of increasing ivturn might rcniler it very diflicult for him 
to assign its true net product to n given h.ilf-hour's work. For instance, suppose 
that some small herh.s, gr'ati’ful .i.s eimdiment, anil easily portable, grow in a part 
of hi.s island, which it take.s half a day to vi.sit ; and he has gone there to get small 
batches at a time. Afterwards he gives a whole day, having no important use 
to which ho can put less than half a d.ay, and comes baek with ten times as great 
a load as before. W’c cannot then separate the return of the last half-hour from 
the rest; our only xilan is to take the whole day as a unit, and compare its return 
of satisfaction with those of d.ays in other ways; and in the modern system of 
industry we have the similar, but more diflicult task of taking, for some purposes, 
the whole of a process of production .as a single unit. 

It would bo possible to e.xtend the scope of such systems of equations as we 
have been considering, and to increase their detail, until they embraced within 
themselves the whole of the demand side of the problem of distribution. But 
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unile a mithemitieil illustration of the mode of action of a dofinito set of causes 
ma-v be complete in itself, iiid stiicth acorn itc uithiii its clcarh defined limits 
it 13 otlieiiMSC Mitli ini attempt to gi isp the iiliole of a complo\ problem of ic il 
life, or eien an> consiele' able pait ot it, in a heiies. of equations loi manj im 
portaiit considci itions, cspoeiilh those connected uith the manifold mllucnces 
of the clement of time do not lend themsehos cisily to mathematical cxpiessnn 
thej must iithei be omitted iltogether or clipped and pruned till thev lesemble 
the coneentional buds ind animils of decoiatnc art And hence arises a tendciin 
touoi'ds assigning Mioiig pioportions to economic foiccs those eleinciits be in, 
most emphisued -Hhich lend themsehes most eisily to inahtical methods A > 
doubt this dangii is inhcient in ei civ application not only of mithemytical inilisis 
but of amh sis of me kind to the pioblcms of real life It is a d inger \i hic h m no 
than any otliei the economist must haie in mind at cieiy turn But to ayoid it 
altogether, uoiild be to ab melon the chief means of seiintific progicss and in 
discussions iiritt on speciilly for mathematic il rcadcis it is no doubt light t> bo 
yerv bold in the search for vide gcnerali/itions 

In such discussions it may be light for instance to regaid II as tho sum totil 
of satisfactions and I as tho sum total of dissitisf ictniis (cfloits satiihces etc ) 
yyhich accrue to a community fiom economic ciuses to simplify the notion of the 
action of these causes by assumptions simiUr to those yyhieh arc inyolycil moic 
or less consciously in the yaiious forms of the doctrine tint the constant diilt 
of these causes is tonards the vttaiiimcnt of the Maumitm Aedi fuilion, in the net 
aggregate for the eommimity (see ahoy e pp 3b9-94) or, in other yioid- thitthrie 
IS a constant tendency to make II — 1 a maximum foi society as a yyliolc On 
this plan the resulting diffcicntial equitions of the same cliss is those nliieh we 
haye been discussing will be intcipieted to icpicscnt yaluc is goyeined in cseiy 
field of economies by the behncing of gioups ef utilities against gi mps of di-. 
utilities of gioups of satisfictons igainst gioups of ical costs Such discussions 
haye then pi tee but it is not m a treatise such is the present, in wliieli mytlii 
matics arc used only to cxpioss in terse and moic piecisc Uiiguigi- th isc me tho Is 
of analysis and reisoning which oreliniiy people idopt, moic or less cniisci iiisly 
in the allaiis of cycry diy life 

It may indeed be idmitUd tint siieh elisciissions haye some points ot i 
semblance to the method of ainlysis applicel in Biok III to the totil utility f 
pirticular commodities Ihe dilliicnce betyyccn the two easts is miinly me ef 
degict but it IS of a elcgitc so gicat as pricticilly to amount to i elilUitnic ot 
kinel Toi intbcfoimei eiscwctike each commodity ly itself and with it feien i 
to a puticulu muket, and yye take ciicful mount of the eiicumst iims of the 
consyimtis at the tunc and piece niidci consideiitim Ihiis wc fjllow tlioii„h 
perhaps with more cireful precmtions, the piietiic of ministeis of fin nice and 
of the common man when discussing financiil jwi'icy Wo note tint a few com 
moditics lie consumed miinly by the nth ind tint in coiisccpicntc then ii d 
total utilities irc less than is suggested by the money meismcs of those utilities 
But yye assume yyith the icst of the yyoild tint as a lult ind in the ibscnec ot 
spccnl eiiiscs to the coiitniy the ical total utilities of two coinmoelitics tint ue 
mainly consiiraeel by the iich stinil to i iie inotliei in ibmit the sime leliti ii s 
their money ineisuies do md tint the sime is tiue of commodities the eoiisuiup 
tion of which is diyided out imoiig iieh ind middle elisses iiid pooi in similii 
piopoitions 'such eslmntis aic hut ioii„h ippioxim itioin but i leh piitie ilii 
difficulty each souiee of jiossil le ciior is jiiished ii to pioininenee by the eh lii ite 
ness of 0111 phrases we mtioduci no issiimptions th it aie not 1 itciit in the pi le tiee 
of oidiiniy life, while we ittcmpt no tisk th it is not gi ippleil with in iioii,hii 
fashion but yet to good purpose in the practice of ordinary life we iiitioduce 
no new assumptions, and we bring into deyr light those which cannot be uoided 
But though this 13 possible w hen dealing w ith particiil yr commoditie s yy itli re fe i e ni c 
to paiticjlai maikets, it does not seem possible yyith regard to the innumenbh 
economic elements that come within the all cmbiacing net of the docliine of 
Maximum Satisfaction 'Ihe forces of supply aio especially heterogeneous ml 
complex they include an infinite y iricty of etloits and siciificos eliicet iiid 
indirect, on the pirt of people in ill y iiieties of iiielustiiyl gr leles ind if tlieie 
were no other hmeliance to giying a coiicietc intcipictition to the doctrine i 
fatal obstacle would bo found in its 1 yteiit issumption th it tho e^ist of le iring 
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childicn and piipniiig them foi tiuii uoik cm bo me isuitd in the same waj as 
the cost of electing a machine 

Tor reasons similir to those „i\in in this tspical c iso oiii mathematic il notes 
will coiei less and less giound is the touipliMli of the siibjei Ls disi ussed in the 
text inoicascs V few of those tint follow lelite to monopolies winch present 
some sales smgnliiU open to diicet in ill tie il tieitniint Hut the mijorit\ of 
the remainder will be oieiipied with illnsti itions of joint and composite deminl 
and supply wliieli line miieli in common with the substance of this note while 
the last of tint senes Isul' \\I goes i little was tow iids i geiiei il suney or the 
problem of distiibulioii iiid txclnnge (without lefeiinee to the clement of time), 
but only so fii is to mike sue tint the m itliem itie il illustiations used point 
tow aids a system of Kiintiens wliieli iie ncitliei iiioie iioi less in number than the 
unknowns intiodueed into tluui 


Non \I\ li (p flS) 111 the diigi ims of tins ihaptci {\ vi ) the supply 
curies aic ill nulincd pnsitiieli in I in our mitlienntical leisions of them we 
shall suppose the in iigin il eipen es of jiioduetion to be determined with a definite 
ness that does not e \ist in ii il life we sh ill tike no aceoinit of the time lequncd 
foi diiiloping a iijiiesentatiie business with the mteinil and external economies 
of pioduction on i Inge sc ill and we shall igiioie all those diflioulties connected 
with the liw of nieieising letuin whieh lie discussed in Book V cli \ii To 
adopt ini other coinse woulel lead us to mithemitir il eoniplcxitics whieh thonali 
pel haps not without their use wonldle iiisuit ibli lor i tie atise of tins kind The 
discussions thiiefoie in this iiid the following notes must be icgaided as sketches 
lathci thin complete studies 

1 et the fietois of pioduction of i eommodili Ilea, a , etc and let then 
supply equations lx (/ = ^ i ( i) 1 / — ^ (i) e ti fit the number of units of them 
lequned foi the proluetixi ot r units of 1 le H,r m 1 lespcetiieli wheie 
m, m lie genei illy not const lilts but functions of j Then the supply equation 
of A IS 

f/ = (f) (I) = («(,e) I III (j> (»i.i) I- = l<{»ii^ (mi)} 

I et 1 / = 7 ( 1 ) be the demand cqiiitiun foi the hiiislied commodity, then the 
denied dem uiel eqii ition foi a the 1 ' f letoi is 

,/ = 7 ( 1 ) - {<I>(i) - {ni^y 

But in this equation 1 / is tl e jiiiei not of one unit of the fictoi but of m units, 
and to got an eqiutioii expiesseel in teinis ot hxed units let tj be the price of one 

unit and let f — m, 1 thin V ~ 7 dioii becomes 

If »i IS a function if i sii — ^ (1) then x must be dctei mined 111 terms of 
^ by the equation f = ii/, ( 1 ) so th it in can lie w ntti n y (f ) substituting this we 
haye 7; expiessed is i fui ction of J J he supjili eiju ition foi a is simply i) — 0 r(#) 


IsoTE (p J20) let the demand eepiilion foi kiiiies bo 

i/ = 7 ( 1 ) 

let the supply eqii ition foi kiiiies be 1/ = < 1 > (i) 
let tint ioi II uiilles be 1/ _ (i) 

and that foi blieles be 1/ — ^ (i) 

then the dem iiid cqu ition foi handles is 

y=JiU) = l (») — ^1 (») 


The measure of elaatioity for (3) is — 



, th it IS, 


J aA {X) — (a:) } 

1 h W I ’ 

f (X) F (g) {x) \ 

\ i ( 1 ) /, (I) f, (X) f 


(■^h 

(I) 

(4', 

( 5 ) 


that IS, 



702 MATHEMATIC 4L APPENDIX 

t£is will be the smaller the more fullj the folloning conditions uo sitishul 

(i) that — which is ncccsiaiily positnc, be Uige, i e th it the tl isutiU ol 

the demand for kniies be small, (ii) that (i) be positiic and liigc, 1 1 th it th 
suppi} price for blades should mcreise lapidli with an incua-.t lud diniiiii-.ii 

rapidly with a diminution of the amount supplied, and (in) tint ^ should bi 

larj;e, that is, th.it the price of huidles should be but a siiiill jiiit ot the iiiite of 
knives 

A similar, but more complex inqiiiis leids to siibslintiilh the siiiu i suits 
when the units of the factors of production are not Cud, but i iij as in the pie 
ceding note 


Note XVI (p 320 ) Suppose that m bushels ol hojis aic used in making i 
gallon of ale of a certain kind, of wliiih in cquilibi inn a gilloiis uc sold it i juice 
p' = I (a') Let m be eliiiigcil into i« ‘ Awi, mil, as a icsult, when jl {.illi iis 

aie still offeied for svle let them find imiehisiis it a juice y Ay , llicn 

represents the maigmil deniinel jiiice for hojis if it is gie itii tli in llicii snjijifi 
price, it will be to the intcicst of the bieweis to jmt moie hops into the ile Dr 
to put the ease more gcneialli, let y — 1 (r »i', y = ‘h (i, m) bi tin lU ni nid mil 
supply equations for beer x bung the *111011111 of gallons and m tin niiinfii ol 
bushels of hops in each gallon Then f (a 1/1) < 11(1 »«) = cui ss ol di in mil i ir 1 

suppi} puce In eqiiilibiiiim tills IS of couise eein biitifitwcii jiossibli to in il 
It a positive sum by \ai}iiig «i the change would be dice ted thin li le ( issiiinui ' 
that theie is no pcrcejitible elimgc in the esjiense of in iking tin Uti otliii thin 

what results fiom the increased imoimt of hops; the hist iipi si ifs the 

marginal demind puce, and the second the mii„iiiil suppK pun of lioj s mil 
these two aie thciefore equal 

This method is of enuise capible of iKuig extendi d to e iscs in wi nil tlni le 
concuiient variations in two 01 moie iictois of jiioduetion 


Noil XVII (p 321) kujipt e tl \t i thing, wlietlnr a hiiislu 1 iiiniiu litv 
or a 1 ictor of pioduct on, is distiihuted btlvuin two lists so t] it t I the t >t il 
amount x tin jiait devoted to the fust use is a, mil tint divotid to tin siuuid 
use IS j- 2 Let 1/ = ^ (1 1 be till totil siijipiv trjiiitiim ' - (ij) mil 1/ = / D 1 
he the demand eciuations foi its fust md second uses Tin 11 in U|iiilihiiiiin th 
three unknowns a, aj, and a, uie deteiniineel 1} the thice eqiutions (i,) = J 
(aij) = ^ (I), a, -r aj = 1 

Next sujijiose tint it is desued to obtim sejiiiitilv the leliUons ol di 111 md 
and suppi} of the thing in its fust use, on the siijipo itiim tint wluli \ei j iitnil i 
tions time ma} be in its hrst uh, its deni md and suiijil} foi the sieond usi lun mis 
m cqiiilihiium, 1 e that its demand juice for the second use is eqn d t 1 its njijih 
price lor the total imouiit that is letuillv jiioducul le /_ (i d (>, 1 

alwa}S 1 lOin this cqii ition we e in delcniiiiit t 111 tiims of i, md fhiul 1 
a: in Icrms ol J. md theufoie we cm wiiti ( i) = i/i ( 1 ,) llnislht nj j l\ 
equation foi the filing 111 its hist use liecomes tf '/'(a,), md tin with the ill ul\ 
known equation y = /i (ii) give the le'itioiis u quiud 

NoTrXVIII (p 322 ) Ieta,.o, be joint piodiiits Hilt II I (I till 111 
seveiall} being piodueid as the lesult oix units ol then joint j loeess ol jiiodui tioii, 
foi which the suppi} cejuation is y = ^ (a) Let 

V=/i (X), »/=/*(»;, 

be the 11 respeetiic demand equations Then in equilibrium 

»«i/i (”’ix) + mJi (mja ) d - ^ ( i) 

Let X be the value of a- deteimined fiom this equation , tliiii /, (wi, r'), / (ni_i ) 
etc are the equilibrium prices of the sexeial joint jjroducts Of ionise hii, lu iie 
expressed if necessoiy in teims of ic' 
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• 

Note XIX (p 323) This cisc coire&poncis, mulali^ miilmuU^, to that dis 
cuBsecl m Note \\I If m cqiiilibi mm a o\tn TEniiillj aiL buppliod and sold at 
a price y = ^ (a ), ind tich ot Mclds m units of beef and if bictdcis find thtt 
by niodifving the bleeding an 1 lecehng of o\en tlu\ can incicisc then mcit 
Mcldiiig piopeities to the extent of A«t unit of bief (the hides and othci joint 
piodiiett. being, on the btlince, iiii dteied), ind that the e\ti i expense of doing 

this 13 Ai/', then icprcsents llie inugmal supplj piioo of beef if this^iiee 

weie less thin the selling piiee, it ttould be to the inteicst of bieedeis to make the 
ehange 

Noil W (p 121 ) Let oj a , be things uhieh are fitted to suhserte 
exaetlv the sin e fiinetion I el then units be so ehosen tint a unit of any one 
of them s eepiit dent to a unit of anx otheis Let then sexeial supplj eqiiitions 
be \ji = (a,) 1/ (i ) 

In these eeiiiitions let the xiiiille be ehinji 1 , anrl let them be xviitten 
'll = 01 Vi) io — 0 (/ ) Lit / = /(i)bt theelem mil eqiiition fertile seixiee 

for tiliieli ill of till III lit fitted Ihen m eepiibbiiiim ; and y aie dcteimineil by 
the eqii itioiis 1/ — 7 1 1 1 i - a i — i ~ , Vi — >/ = =>/ ( The ecpi itions 

must he such tint none of the quiiitities i, t em luxe a negxtixe xaliie 

When i/i has filliii to a ecitiin lexel i, leeomes /eio and for lower x lines 
leinams reio it does not hieome iie^itixe) \s w is obsened in the text, it 
must be issumed tint tin siq [il\ eqinlioiis ill eonf iim to the law of tlimmishing 
letuin, le tint ij (ij ji (n iie vlw i\ s jiositix e 

Non \\I (p f 2 () Ate mix inw tihi ibndscxe xiew of the pioblems of 
joint deraind iuiii| isite ileiinnd joint siipplx mil comjiosite supjilx when they 
all iiisc to„i till I with the objeet of mikin„ sine th it oiii abstiaet theoij has just 
as m iiij ee|u iti ms is it h is mil tiowns, nt ithei moie noi h ss 

In a piohlem of joint cliiinnel we nn suppose tint thoie aie n commodities 
Ai, 1 , A, fit 1, luxe a, fictois of production, let hxxe fictois, 
anei so on so tint the totil luimbei of fietois of pioduction is , 0^+03 + 
0 let this — III 

lust suppose tint all the fictois m dill lent so tint theie is no composite 
demuiil, tint each Ixctoi Ins x sijiu ite pi aic s 1 f ji o luction so tint the ic an 
no joint pioiliii ts mil 1 istlx th it n 1 *uo f let ii' sul sene tlu siiuo use, so th it 
then IS no foinposite sup[ilx Hethenhixe 2 « 2 w unknowns xir the amounts 
and piiees of n 1 01111110 lities in I ol n fi toi mil t) ileteimiiie them wc luxe 
2 m ~ 2 n equitioiis \i/ — (1) 11 ili iinnel ep itiiiiis eieli of which connects the 
jiiiee Hid imouiit ot i coinmoditx (ii) n eqintums e icli of which eqiixtcs the 
siipplx piiee foi inx iinount of t eoinnio litx to the sum ol the piiecs of coiicspond 
iiig amounts of its fictois (in) 11 supply equitioiis e ii h of which connects the 
price of a futji xxitli its iinount mil listlx (ix) n equitioiis, c icli of wliieli 
states the ini unit of i fietoi which is used ill the iiiod utioii of a gixen imount 
of the comniiielit X 

Next, lit us till iieoiuit not only ol joint dim mil but ilso of composite 
deiinnil 1 t /■[ ol the li tois of jioduetioii eon 1st ol the same thing six c ir 
jiinteis woik ol x ceil mi el’iii nex m otiii wind let cujienteis xxoik be one 
of the fictois ol Jill) luition of jii of the 11 eoiiini diti s 1 , 1 Ihen since 

the 1 iipentcis xxoik is tiken to hue the smio piici 1 1 xxlntexei piodiietion it is 
iisid thcie IS oiilx one jiiue for e 11 h of tin se f 11 tois i f jiioduetion mil the iiumbei 
of unknoxxns is diminished by fit — I ilso the iiuiiibei of supply equitioiis is 
diminished by / 3 j — 1 and so on foi othi i exses 

Next, let us in ulilition t ike iieonnt ot j iiiit sujiplx Let of the things 
used m pioiliicmg the commoilities be joint pinduets ot one xnd the same pioeess 
Then the numbei of unknowns is not alteied, but the iiumboi of siipplyr equations 
IS icduced by (yi — 1) this deficieiie x is howexci made up by i nexx set ot (yi — 1) 
equations coniicetmg the amounts of these joint pioducts and so on 

Lastly, let one ot the things used haat a composite supply nude up fiom 83 
rix al souicos then lesiiyuig the old supply equ itioiis foi the hist ol these ii\ ils, 
yye lia\e 2 (Sj — 1) iilditionil unknowns, consisting ot the puces and imoiints of 
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the remaining (8, — 1) rivals. These are eovored by (3i — 1) supply equations 
for the rivals, and (8, — 1) equations between the priees of the 8, rival.s. 

• Thus, however complex the problem may' become, we can see that it is theorelic- 
ally determinate, because the number of unknowns is always exactly equal to the 
number of equations which we obtain. 

Note XXII. (p. 397). If i/ ^ f, (r). y = f. (x) be the equations (o the diunand 
and sujjply curves respectively, the amount of production which affords the 
maxiftnum monopoly revenue is fmind by making {.r/, (j-) — r/o (j",} a ma.ximiim; 
that is, it is the root, or one of the roots of the equation 

Wi M 

The supply function is represented here by /, (x) inste.ad of as before l-.v <ji f.r), 
partly to emphasize the fact that supply price rloes not mean e.xaetly the s.ime 
thing here as it flid in the jirevious notes, partly to fall in with that system of 
numbering the curves which is wanted to pix'vent confusion now that their nuinher 
is being inereased. 

Note XXIII. (p. 39S). If a tax Iw imposed of whii h the .agureuate amount 
is F {x], then, in order to find the value of x which makc.s the inonoiioly rcicmii' 

a maximum, we have^ {j-/i (x) — xf^ (x) — F (j')} — U; and it is clear that if 

F (x) is either constant, as in the ca.se of a license duty, or varies as j-/, (xj — xf, (.i ’, 
as in the case of an income-tax, this eqii.ition has the same roots as it would ha\u 
if F {x} were zero. 

Treating the problems geometrically, we notice that, if a fix(-d burden be 
imimserl on a monopoly suflieiciitly to make the n)ono))oly reteniic eiiiM' f.dl 
altogether below Ox, and q' be the'jroint on the new curve vertically below /, in 
fig. 33, then the new curve at </' will touch one of a .series of rectangular hy(icibiil,is 
drawn with tjO produced downwards for one a.syniptote and Ox for the other. 
These cui vos may be called Constant Ixiss eurve.s. 

Again, a tax proportionate to the monopoly revenue, and say m linns that 
revenue (i« being le.ss tlian 1). will suiistitutc for QQ' a curve each ordinate of 
which is (1 — m) X tlie ordinate of the eorresponiling i>oint on QO' •• i.e. Die point 
which has tlie same abscis.sa. The tangents to coiresponding (joints on Hie old 
and new positions of QO' will cut Ox in the same jjoint. as is ol)viou.s Ijy the method 
of projections. Hut it is a law of rectangnlar hyqjcrbola.s whieh have the s.mie 
asymptotes that, if a line be drawn parallel to one asym[)l'jte to eut tlie liypei'liol.is, 
and tangents be drawn to them at its (Joints of iiiter.-,i-etion, they will all eut the 
other asymptote in the same point. Therefore if r/j' be the (joint on the new 
(josition of OQ' eorresponding to (/j. and if we Ciill O the (joint in wliieh the common 
tangent to the hyperbola and QQ' cuts Ox, will be a tangent to Ilje lijqu'rbol.i 
W'liich passes througli ; tliat is, r/j' is a point of maximum revenue on tlie new 
curve. 

Tile geometrical and analytical methods of this note can be a(j(jlied to ea'i"'. 
such as are discussed in the latter jairt of $ 4 in tlie text, in which the lax is levu-il 
on the produce of tlie raonujjuly. 

Note XXIII. bin ((). 403). Tlicse n-sidts have easy geometiical (iroofs iiy 
Newton’s method, aiul by the u.se of well-known pro(Jerties of the rejdaiigidar 
hypcrliola. They may also be jjroved analytically. As Indore let j/ /, (.i ' be 
the equation to the demand curve; y=/j {x) tliii,t to the sujjply cuiwe; and 
that to the monopoly revenue curve is y = /, (z). where f, [x) = fi (!r) — /j U ) fbo 
equation to the consumers’ surplus curve y = /, (j:) ; where 

ft (■*)=’;/ fi (“) — /i (^)- 

That to the total benefit curve is y =7^ {x); ■where 

/s (®) = /s (®) + /i W = ^ I fi (a) fla — /j (x ) ; 
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a result uliirli mij of coiiisc Ic o1 1 uncd ilinttl> T1 at to the com]5iom]so 
benefit tuise is v—ft{x) uliiic /„ (a.) — fj la) ) w/ila). conbumers surplus 
being leckoiicd iii i)\ tlu monopolist at n timis its ictii il s ihie , 

TofindD/ (lig 37) (Intis thr imoimt tliesileol iihifli uillafloid thcmaMmum 
monopoly rtstnut uc hast the tqiivtion 

^ {j/j (^)} - 0. It A (x) A (^) = * {/ {x) - A (■«•)}. 

the left hmd side of this oqiiition is neciKsaril} posituc and therefore so A the 
right h iiid bi le which slu\^^ « h it is othciwisc obcious that if V be pioduced 
to cut the supply and dcniiiid tunes in </j and icbpectiiily, the siipph euiie 
at fy, (if ineliiicd ncgatiicli ) must m ike i gieatei angle with tlie leitieal than is 
made bi thodciniiid time it y^ 

To find Oil , tint is. the imount the sale of which will afford the niasimum 
tofu be lit fit we halt 

,7^ A ('<)} = 0 fi(x)—f,{x)- xf {x) = 0 

Uo find Oi tint is the imount the salt of which will iflord the mivimum com 
promise benefit, wt bait 

^^{‘AA)} - 0. 1C ‘l^{(l-n)Tfi{x) tf (i) I n fA(a)t?o} = 0, 

1C (1 - «) -lA A) T A A) — / i^) - »A (^) = 0 

If 01 — c, the condition tint OI should bc.,ititci linn 0\ is that {i/ 5 (r^} 
be positiio when c is wiittin foi a m it, 1 1 since ^ {i/j (a)} = 0 when a: = c, 

that '1^ {xf^ (a)} be positiie when a — c, it that A (<) be negatiic But fins 

condition is satisfied wlntci Cl U the lalueofr 1 liis moves the fiist of the two 
icsults given it tlu end of \ \iv 7 uid the pioof of the second is similai (The 
woiding of thisc usults uid of thou pioofs tacitlv assumes tint there is onlj one 
point of miNimum inonop ilv icvniuc ) 

One moic iisult iin\ It uhhd to those in the text let us wiite OH = a, 
then the condition tint 01 hould be git ili i tlnnO// is tint ^ {n/, (r)} be positive 

when a is wiitten foi i that is since A (“) — I ( ') *bat (1 — lit/', (o) — A (") 
be positive ^ow Ji («) Is ilw ivs iic_Uivc iiicl thci loit the condition becomes 
thit f (i) be lUgitiM 1 ( tint tlic supplv obev the liw of incieasing letuiii ind 
tint tin ^ be nnnuiu illv „i( itn thin (1 — » ) tin 0 wluit B iiid ^ lie the ingles 
w Inch t uig( nts it I tithe dcninid ind sojijilv cinvcs iispcctmlv in ike w itli O i , 
MhciiH — 1 flu s dc condition IS fh it till ^ I e I i.itiic tint is Oil isgicitir 
thill OH p ovidtil the snji|il\ ciiive it 1 be iiiclinttl nc,.iti\clj In other woids, 
if the monopolist it„aitis the iiitciest of coiisunieis is identic d with his own he 
will eaiij his (iioeluition finthei thin the ]kiiiiI it which llie supplv pun (in the 
spcnil sense in wliieh we lie licit using tin teim) is equil to the demand piiee, 
piovidcd the supplv in the iii igh bom hoo I ol tint point obovstheliw of iiieie isiiig 
letiiin but he will eiirj it less fu if the siipplj olevs the liw of diuiinishing 
return 

Norr WIV (p 469) I ct At lie the probable amount of his pioduetion of 
wealth 111 time A/, ind Ay the piobilile aiiioiiiit of his consumption Then the 

discounted V ilue of his futuic services IS j 

mum possible duratioi of his hfe On the like pi in the p ist cost of his rearing 
and tnining is f dt, wheie T is the date of Ins biith If we wtie 


A A 
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to afssuzoe that he would neither add to nor take from the material wellbeing of a 
country in which he stayed all his life, we should have j ■“ Jt = 0; or, 

taking the starting-point of time at his birth, and I = T' -f- T — the maximum 
possible length of his life, this assumes the simpler form, ^ ^ ~ 

say that Ax is the probable amount of his production in time At, is to put 
shortly what may be more accurately expressed thus : — let p„ .. . be the chances 

that in time At he will produce elements of wealth A^x, A^x, where Pi -f- p« 4- • • • 

= 1 i and one or more of the scries AjX, Ax, may be zero ; then 

Ax = b,AiX + PtAji -f- 
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gate 321, mat oi umpthUvt 321, 
meaning of incieaso in normal 383-4, 

1 1 fi I tb on pi ice of inr lease and falling oR 
of nozinal 381-0, in iclation to changes 
of supply 000 

Demand miic 81 n®, 83 n, 84 n^, 

elasticity of Son , for xaiious dasscs 
of eonbiimeis 87 ii , Q1 n , for tival 
commodities V) n 109 n * , for wheat 
89-90, 10‘)-10, for tea, illustrating 
consumers suiplus 100 n, whole 
Icn^h of, seldom reqiuied 110 n , 
gcjteinl an I jaiticiihu 370 ii®, con 
ti isli I witli demantl and supply siir- 
fiei 007 n 

Jhiiuuid foi eominodities is not a 
ibmuid foi Inborn ’ 081 
Dtmanl pme 80, mi isures miiginal 
utility not uyeiage utility 104 ri , of 
nr cumulation 194 

Jhmand \tludult 81, ini'»ing of 82 n ®, 
)s)-J m ffittic imlinalton of 84 n * 
(See ])cnmnil t unc) 

Pipiecialiou 197, 295 n 
Dipiewon of linlo 572, 500-2 
J)iin ddimand )17-8, schedule of 318 , 
faiwofdlS 581 

Deiivcd \aluc ii is something in common 
with imputed \aluo 320 n 
D< y Is )15 n 

Dt M lopment of faculties by use 205-7 
J)tff(nntiation 201 

Doninishinif nturn, tendency to 125-30, 
relates to antrmid not talue of pioduco 
124, 127, 142, 305, 511, Ricardo’s 
stutcinint of wab maceiuato 136, 
Applies to budding land 140-1, 370-5, 
ill lelatiun to mines and fisheries 138- 

9, and macliinciy I4fb 358, analogy 
bctyyeen it and tendency to dimimshmg 
utility 79 n ^ and 130 n, 141 n.; 
noto on 140-3, graphical illustrations 
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of ^ 29-31, 134-6 m relation to 

tendency to increasing return 262-6, 
and to principle of substitution 141, 
* 290, in agriculture is from the social 
point of \ icw something more than a 
special case of diminishing return duo 
to inappropriate distiibution of cfloit 
141, 3J7-0, in relation to taxation and 
bounties 383 94, counter'ictcd by 
cReap transport I3S, 3G5-7, 5b0-3, 
pressure in 1 ngland of 268, 576-7 
Dimtnxshvnq utility 78-9, 690, analogies 
with tendency to diminishing return 
from land 79 n , 130 ii, 141 n , its 
close connection witli pnnciplo of 
substitution 296 
Direct coat 299 (See Prime coat) 
Discommodity 116-7, 292 n , 694-5 
Discounted ^ ahiQ 100, 291 
Discounting future pleasures and plcastir 
able events lUO-2, 187 n , 292 5, 692 
Distinction, desire foi as an economic 
motive 73-4, 90, 566 
Distribution (See Contents VI i-ir ), in 
relation to Lxchangc 418, 676-0 
Distribution of resources arcouling to 
marginal utilities 98-102, 140-2, 292— 
9, 361 n 

Diiidend, National (See jNa/tona/) 
Division of labour, its advantages and 
disadvantages 205 (Sec Contents IV 
zz }, Its relation to giow th of michin 
ery 212-21, its growth m England 
617, m agiKuIturo 617 
Domesda} Book 155 n ^ 

Domestic economv, its faults duo to pro 
duction as well as to consumption 
88-9, 99 n , 321 , nnd bubincss economy 
compared 297-8 
Domestic industi> 246-7 
Domestic servants 55, 67, 172 n* 230, 
250, wages of 459-00, 472, 082 n * 
Dose 79 n 128-9 
Dose of capital and labow 142~S 
Diaper 609 n 
Dunbar 670 n 
Dupuit 65 n , 394 n 

Earnings (Book \ 1 rrr -v ), eail> theoiu s 
of 419-21, law of 419-20, in relation 
to tflicicney 422-1, 451-8, 587 6, 
equal to net product of laboui 315-7, 
448-50, 554-5, 567, mUiicncc of, on 
Willingness to work il7-9, gcneial 
rate of 442, 452 1, piece ujrk 4u6, 
efficiency 4jG- 8 Ricardo on 158n*, 
real and nominaJ 458, influence of 
iinccrtaint)> on 400-2, fluctuations of 
477-8, 514-7, 652, supplomcntary and 
family 462-3, 595 n , high m new 
countries 556-7 , of artisans relatively 
to unskilled labour 568-9, of elderly 
men tend to fall 569-70, of women 
and cliildren to rise 570, of professions 
670-1 , how influenced by “ parnsitif * 
work 305 n , by mnehmory 596 (boo 
Wages, Contents VI i -v and Appen 
diz J) 


Earmnya of management 62 (Soo Manage 
ment) 

Eaminga of undertahinq 02 
EeOflomie aims 33-6, 112-4, 206-7, 

592-601, 622 

Economic fieedom 8, giowth of 8-10 
Economic chivalrv, its possibilities 
694 n h 599, 600 
Leouomte goods 47 
* Lconomic Harmonua* 390 
Economic laws 24-31 
“ Economu man ” 22 
Economic method, both inductive and 
deiluctivc 21, mielation to equilibrium 
260, and 8tationar> state” 305-7, 
667—8, statical 315 n , and analvsis 
350, 607 , and abstract reasoning 
360 n , and biology 2G9, G31, 617 (bco 
Contents I ir-iii and Appendices C 
and D) 

rconomic motives 12-19, not cvclusivelv 
selfish lS-20, 1S9-90, gcncrallj 

mcasuiablo 12 16, 76 n 
Economics, provisional dcdnilion I, a 
modern sficnce 1 4, this teim to be 
picferrcd to l^ohtical 1 conomv Uj 
growth of 6)0-43, modem trndin(i(>. 
of 032—5, its iclntion to social sciontc 
636, coiieemed chiefly with nicasur 
nblo motives 12-14, Us claims to be a 
science 12-13, 32-3, methods of 
study 21-5, 360 n, 636-43, questions 
It investigitcs 33 5, 592-601, 69U-3 
iseomoincd with oignmc grow Ills in I 
not mcio mechanical move mints 2(»9, 
382, in relation to Mathcmiitiib ISO n , 
644 

I conomies cifrruaf and xninnnl 220 1, 
230, «05, 606 n*, of oigtini/ itiuii 
(Book 1\ chs viii-xur ), of hiiMii^ 
and selling 235, of pioduction, not 
rcodily lost 6C0 

Economist, faculties icquircd b} 36-40 
Ellen 97 n . J 5C n , C29 
Idgeworth 15 n, 85 n, 105 n , on con* 
sumcis’ Buiplus 109 n , on Hobsuu 
)J9 n , 102 n , 409 n , 695, 696 
Eiliicalion, general 17 ) , tccliiiic il 17 ) 7 
malt 177 9, as a national mvcstmrnl 
179-60 590 S, its influence on rcl i 
tivo earnings 566 70 
rificicncj, meaning of 455 
Llhciency of labour, (onditions of 161- 
62, how mfhiciu cd by town life Ku 7, 
by the borne 172-3, in nlition lO 
earnings ol } 80, 582-3 (Vo 

Contents 1\ v -vi ) 

Lfjfuiciuy furninqa 4j 6, tend to cqunlitv 
455-8 567 , eflcct of improv cd macliii 
oiy on 456 

Efficient demand SO, 201 
Eight hours* day , in Australia 584 n ' 
Hasticity of demand 86-91, 377-6, 

measurement of 66-91 nn , 690-2 
Llubiicity of supply 377-8 
Ellison 218 n ^ 

i^mployinent, inconstancy of 462, 572 3 
Engel, statistics of cxpcndituro 97 n , 
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on elements of efficiency 162 n 
460 n. 

England, growth of free industry and 
ontfirpnqe m 9, 613-22, her geo- 
graphical advantages 613-4; gro\%th 
of population of 145-8. 154-60; 

znarnage-rate of, how icckoncd 158; 
movements of industry in 227-30, 
and Protective duties 385; land 
tenure of 534-48 ; her gams from 
cheap transport 660-1 ; her loss of 
monopoly in manufacture 5C1 
English, chaiacteristics of 614 
English economists early in last centuiy' 
0—11, 39-40, 627-31 , icgardcd savings 
as made almost entirely from profits 
190; 526 n., 677-8 
Environment 103 (Sco Conjuncture) 
Equihbitumt biological and meehnnkal 
notions of 2&0; simple case of 270, 
652-4; instamc of tcmporniy 277-80, 
695-6 ; in exceptional c nscs 279 n. ; of 
normal demand and supply 281-317; 
amount 287; price 287, stable 287, 
iinstablo 661-7, multiple positions of 
288 n., 301 n *. C6t-7 
Expen/tea of produ<.tion 282 ; “ averogo ** 
309, and “ nggicgate *’ GG8 
External and tnUtnal eL07wniie& 221, 230A 
237-9, 262, 260 n 305, 378-80, 5U | 

Factors of pioductton 283 
Factory sjstom, impio\cmont in 165; 
rise of 01 8-0 

Facts, diflitulft of tntorprcttng 038-42 
Farms, Intgo oiid small 242, 542-4 
Fair 157 11 . 158 u*, 163 n,^ 165 n.S 
469 n. 

Fashion, influence of 74 n , 92-3, 2t0, 377 
Feilbogcn 627 n.* 

Fertility of hind, conditions of 121-1, 
relative to time and place 131-6, im- 
poitance ascribed to it by Ihighsh 
economists 526 n. 

Fetter, on I’licory of Ilcnt 3.70 n - 
Feudalism Gll-2 

Final utility 79 n.', 85 n. (See Ma7ginal) 
Fisher Son., lion., 493 n , 619 
Fishcjies 138 
Fixed capital 63 
Flecmmg Jonkin 391 n. 

Flux 066 n.^ 

Foot-pounds, moasuiomcnt bv 101 
Foreign trade, England's giiiii fiom 559- 
61 

Fourier 633 

Foxviell, H. S. 193 n S 462 n.* 

France, population of 146 n.^, 153 n , 159, 
167; tasto in 178-9; Motn>Jgo m 
636 n.S; 613 

Free competition 4-5, 284 ; horizontal and 
verttcaf 651 

Freedom, economic 8, 622 
Freedom, objective and subjee tiv’C 607 n * 
Freedom of industry and entcipme 8, 
need for presorvung 502-4; giov%lli of 
(See Contents, Appendix A) 

Free goods 46 
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Freo trade, and cost of food SCCT, 576; 

and value of land 564-5 
French economists 419-20, 440, 625-1^ 
(Heo Physiocrats) 

Ficncli Kcvoiution 621 ; its mfluenco on 
Ilcntham 628 n.^ 

“ Fiosh nir latc ” 597 n.®, 662 
Fricdlaijder 608 n.^ 

Fuel, price of 563 

Fuller 224 n. ^ 

“ Futures ”, dealings in 281-2 

Galton, F. 1 5 1 ; on town and country 
population ICC n. ; on the influence of 
the mother 172n.*; on provision for 
the futuio 183 n.^ 603 n.* 

Gambling mv’ohes economic loss 111 n.^ 
Garckc and Fells 200 n. 

Gaidcn cities 105 n.‘, 367 n. 

General aiility 172; causes determining 
the supply of 172-3; mudi of it runs 
to u astc 176 , in business 261 
Geoigc, Hi nry 207 n. 

Oennan, caitcls 235; experiments in 
Governmental action 623; mfliicneo 
on economic theory 21, 49, 421 n.*, 
633-5; treatment of Kesiduum 594 
Germany, tcehmeal education m 175 
Giddiiigs, on classification of labour 
isi n. 

Gilfcn, on a nso in the pneo of bread 
10‘)-10, on growth of Capital 198, 
565 n. ^ 

Gilds, their influence on industry 610-1, 
619-20, 040 
Gilmon, 25G n. 

Godwin 148 n.h 631 n, 

Gociho 631 

Gold supply and into of interest 493-4, 
567 

(toiimi 216 n.^ 

6’ocx/> 4.7, classification of 40 n ®, 54 
Goodwill of a busiiicss, an instance of 
Conjuncluio or Opportunity value 519 
Gossen 79 n.^ 85 n » 683 n. 

Government unclcitakings 253-4, 368 n., 
,394, 405-8, 593-4, 623 
Giudations of demand 78-85 
Graded goods, marketing of 230, 271, 
559 

GiaUes of labour 180-1 
Gmcluotrd taxation llln.*, 661 
Graphical method yields illustiations not 
pioof 129 n.2 
Greece, Am lent 9, 605-6 
Giccn, T. H , on tho relation of pleasure 
to duty 1 1 n. 

Gross cai lungs of management 261, 495 
GfibS iiueicbt 488; analysis of 488-91; 

docs not tend to equality 400-1 
Gross, on freo low ns 610 n. ; on gild regu- 
lation 620 n. 

Groto 606 n ' 

Ground -rent 369-70; in rolation to site 
v'aliio 370; theory of, substantially the 
same as that of farm rents 139-40, 
370-3; in relation to the v^aluo of 
products made on it 374 ; in relation to 
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wholesale and i etail prices 374 5 , rise in, 
indicates scarcity of land ^20, 375, 565 

ilackcl 201 n ^ 

Hams, on ^aluc jnd iiso 107 n , 145 n \ 
027 11 “ 

Hasbach 626 n ® 

Ha'vciuft, on lace progiess 166 « 

Hciun 77 n 

Hcaoni<im and eoononiica 14 xi 
Hegel, on influencQ of ph^eital sitr 
roundings 602 n , on objcctne and 
siibjcctiio fiecdom 607n*, OOOn^, 
615 n mfiuLiico of biological sciemCB 
on 631 

Held 610 n , on definition of capital as 
related to prnctKal problems 640 n® 
Heredit\, piinciplo^of 202-4, 207, 604 
Hermann, on external and intcinal 
goods 46 n on cli<-sifioation of xiants 
77 n , 1 iS 11 , on capital 049 n * 
He^^Ulb 612 n ^ 

Higgs, on Cantillon 025 n ^ 

Hill, Hiss OctaMa 563 n 
Hiist, Miss 6 33 n 
Historical scliool 633-5, 6 39-42 
Hobbc«« 027 n * 

Hobson, on orgoni7ation of indtisti^ 
220 n , 227 n , on marginal jnodutt 
339 n, 428 n 

Holland, her achic\cment& 013 
Hollander 070 
Hookei 1 jO n 1 

Hours of labour, limitation of Hh n , 
560, 577-80, 583, 000, m Aubtr«\ha 
584 n ^ 

House induetiv 210 7 
House room cost of 562-3 
House tax 061 
Hoi^ell 473 n 

Hume, on II calth of Aafi< ns 028 n * , 030 
Huntei Sir 510 n j 3 3 n ' 
Hypotheses in ccotiomicb JO 

IclenR, their impoitance not rcah/cd nt 
once 170 n , tin u icahtj 04 3 
Imagination, f unit ion of, in cconomus 
30-40, 044, in matciial piogioss 59S 
Immigiant, estimation of aaluo of on 
469 II 

Improvements in agiK'ilture 126-7, 
314 n , 520-7, 680-9, compensation 
for 547 n taxes on 300 
Imputed value, Aubtiian doctiiiio of 
326 11 

Income, its i elation to capital 60 66, 
Ob-9, and to vaiious forms of iiivcbt 
ment 340-2, 345-50, 358 (bee Intcicht), 
gloss 01, net 61, social 67-8, of 
Liiitod Kingdom 594 n*, taxes on 
141 n% 294 n, 061 (bcc Aafionaf Zn> 
come) 

Inconstancy of employment 400-2, 572- 
3, influonco of irndc Union action on 
588-90, and ti ido fluctuations 990 2 
Incfeatinf] return 12>, 205, Hullock on 
200 n in relation to profits 200 n 
a relation of ciimntitics 200 , m relation 


to tendency to diminishing icturn 
209 8, 5 41, to supply prico 288 n , 
315 n, 377-8, to rival commodities 
328-31, and to coat of maiketing 
328-30, 379-80, seldom shoun m 
shoit periods 377-8, clminctcr of 
commodities which it strongly atfoits 
239, Its iclation to piotoetivo duties 
385, and to taxation and bounties 385- 
94, limitations of iiso of btilical 
assumptions in regard to 004-9 
India, poverty (nused by ceiemoniil 
exti ivngance in bpito of jicisoiml thrift 
187 ilhibtrntion of Cjov eminent unde i 
taking in 405 n * , land tcnuie, phsti 
oitv of eiistoniary 53 J im , 545 n 
Inductt demand 310 

Induction and deduction 24, bchmoller 
on 24 n 

Tndustnal lioiuls 580 
liidu-tinl cfliiicmy 101 0, training 
170 S2 (Seo 1 llieienev ) 

Industrial onv iionment 103 
Industrial organisation (beo Organi/a 
tion) 

* Industry is limited by Capital *’ bSO 
Inequahtic s of wealth 503 4 (becUt iJlIi) 
Infant moitahtv causes of 103, lOS, in 
town and eoiintTV 108 n 
Ingiam 608 n , 0 52 n 
Inhibited House J)ut\ 602 
Jn^tiumcniul capitfd 0 3 
In'ytrumcntal go (h 54, 316 n 
InsuiaiKC agniiibt iisk 3 30 2 509 
Jntepal uumher 589 
Jnle imWm 201 

Inlcrc lmngeal>k pnits 213 3, 5)9 
lutcte^t 01-2, 201, a latio 01, 341 its 
rehtion to saving 19] 0 btii tl\ 
appJieiiblo only to iluid r ipital 340 2 
347 S, 493 4, latc of, how delermin rl 
430 2, 443-i, cqmlihiinm 1 v 1 it 
143, its relation to lent and qiiisi 
rent 341-2, 349 358, cundilion niuhi 
which It might be ni^itivo 4S3n 
history of tlicoiv 4b5-S, /i nii I / t 
4SS, in relation to t lunges in 7111 
chasing power of monc\ 49 3-4, 507 
Infnmcdtalt goodb 310 n , Cb2 n ^ 

Inttrnal eionomtes (bco L lUrnal and 
It ternal a unomte ^ ) 

Internal goods 4 5 

Jntcipietniion dniiscs, mav he use I I0 
supplement definitions in econuniu s 
13 n , 087 

Invi Mment of capital 340 2 
Investment of rcsouiccb foi i disluit k 
tuin 292-9, 090 

Iix^laml, influenco of potato fimini on 
159, land tcrmie in 54 5 
“Iron** or brazen” law of wnges419n, 
421-2, 441, 680, absumjitions wJiicli 
undcilio it 575 

Ii regularity of emplovmcnt (bto In 
constancy of employment) 

Jenkm, Plccming 394 n 
Jessop, on money lendmg 489 11 - 
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Jevons» on Cantillon 625 n ^ , on tlio 
pam of idleness on capital G5» 

66 n » 649 » on tho theory of wants 
7b n ' , on estimation of future 
pleasures 102 n ^ , on gambling 111 n ^ » 
on labour 118, on margin of mdiflrr 
cnco J35-G, on maikets 270, 324 n*, 
on rent 362 n , on value 673 6, on 
adiantago of capital to industry 
431 n s, 075 n 679, 683 n , 690 
Jewish indiionco on economic thought 
623, 629 n , 6 15 
Joint demand 116, 703 4 
Joint produih 321-1, 702, Mill on 361 n 
Joint stock companies 2o 1-4, 259, 263 4, 
501-2, 007 

Joint supply 121-2, 703-4 
Jones, D C 230 n 
Jones, Richaid 190 n 
Jowett 145 n ^ 

Ivautz 607 n ' , tho first to rccogniro 
Cantillon 625 n ^ 

Kejnes 106 n , 309 n ‘ 

King, Gicgoi^ 90 n 198 
ivnies 602 n , 607 n progress of differ 
ent nations tends to s3nchioni70 
623 n , Vdam Smith not guilty of 
Smithionismus 627 n 633 n , non 
puiehasable pleasures tend to mcieaso 
645 , on capital 649 u ^ 

Korosi 150 n * 

Labour 54 5 CG-7, 117 maigmal dis 
utility of 117, 094, its supph piiro 
118, producers suiplus of 117 n, 
681-4, quasi lent of 470 nS 48J , 
skilled and unskilled 171, ellicioncj of 
161-82, disputes illustiotion of 
drilled demand 110-21, inconstnncv 
of emplo\racnt of 160-2 572 1, 

limitation of liours of 43S ii 500 577- 
80, 581, 600, ^ \Iu< of wheat 502 (Seo 
1 ai Dings) 

Labour muket eluivcs in innigmnl 
utility of moiKV is ,ilfc< ting 279 Sn, 
590-1, pccuhuiitics of 117n, 279- 
80, 465-81 
Labour lalui 525 0 

Laisstr faiiCt lamer pa'>')tr 420 n*, 
626 n ' 

Land 06, 115, 120-1, feitiht\ of 121 1 
131-5, nitginil and aitifuiil piopoi 
ties of 121 4, 523-4, ouhr of feitiiit\ 
of, changes willi ciicumst iiu os lU-j, 
\aluo of, m dilfcrcnt countius 197, 
relation of mteiest to ^aluo of 169 ii , 
lent ol, in a mw eounti> 350-7, 661, 
ditfcrcnco between it aiul othci agents 
of pioduotion 141-2, 357-8, 444-5, 
528-9, 660, 061, 684, innucnee of 
situation on value of 365 9, pubho 
value of 360, 366, 659, capital \nhio 
of 369-70, inducncu of tianspoit on 
value of 197, 564-5, speculation m 
358 n , onerous intcs on 65S, 600, 
assessment of \aeant building 659-60, 
public polity with legaid to, land 


holder and land owner not identical 
661-3, rates on sito \ahio of 059-60, 
662, "fresh air ’ late on uiban 662 
(See Rent) * 

Land tonuie, in relation to impro\e 
ments 354 n , 534-18, histone al study 
ot 640, earl> foims of, then plasticity 
510 3, in India 513nn , m Latin 
3 mope 53o 7 in Ameiica o35, 536, 
m Lngland 5 38-48 ^ 

Landry 140 n - 
Lassalio 422 n 

Lauderdale, Lord 90 n S 211 n 
Law 25, a statement of tendency 25-7, 
social and economic laws 27, nor 
mat" the adjective coriospondmg to 
* law ** in this use 28, noimal action 
not morally right action 29-30 
Lcoky 224 n ^ 

Legil and economic studies, union of 
634 n ^ 

Leisure 578, dilficulty of using it well 
599 

Lo 19a^ 97 n , 153 n 

Lcio\ Beaulieu, on tendency of poor 
lands to use in \ahio 135 n^, 199, 

516 n 

Levasscur, on growth of population in 
liam e 15 3 n , 150 n ^ 

Licbenam 608 n ^ 

List, ovcilookcd tho tondoncy of nations 
to svnchroiu/D 623 n , 633-4, 527 
Lloyd 85 n 

Local rates, ineidcnco of 655-63 
Localuocl industries, caily foims 222-3, 
618, causes of 223-7 
Lorkc antir ipatod the Idiysiocrats 
625 n », 027 n 

Loudon, di ith i ite of 165 n ^ 

Lonp Icavrs and improvement in ngri 
culture alb 7, 610 

Long and shnit pciiods, classification of 
314 5 

Lon/ pennd supply puce 313-4 
Long lull , meaning of tho phrase 
289, in lelution to normal valuo 280- 
91 

I onge 679 

Jaimiiics, elasticity of demand for 88-0 

McCulloch, on wants 76, on wages 
422 n 0 30 n , 632 

Ml hiiuiv in modem manufacture 212- 
8, analogv between sciontihc reason 
mg and 642 3, maigimil use of 140, 
3)8, m relation to division of labour 
212-3, less* ns fatigue 217-8, and 
monolon^ of life 218-9, m relation to 
lai,,e fu tones 233-6, duiation of 
233 n", in ichition to wages 440-50, 
568 n 596-7 , opposition to 588-9 , 
has tliminished demand for unskilled 
Ittboui 590, has displaced men moie 
tiuin bovs 570, m relation to double 
shifts 57b SO 
MiKkay 57 n - 
Maclcod 676 
Maevane 103 n - 
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Mahan on strategy and tactics 640-1 
Maine G04 n. ^ 

Maitland 531 n.^ 

Malthus, liis study of facts Gi!8 ; his rcia* 
tion to Godw'in 148 n.^, 631 n. ; de- 
finition of capital 649 n.*; on popula- 
tion 148-9. 153 n.; on importation of 
foreign corn 394 n. ; his correspond- 
ence with Ricaitlo on value 072; on 
'^ges 422. 458 n.^; on improvoments 
in agriculture 565* C86 
Man, both tlie end and an agent in pro- 
duction no. 144 

Management, earnings of 62; gross and 
Tiet 261 ; various forma of, adjusted by 
principle of stihstitution 493-502* 
551-2; in joint-stock companies 
501-2; their adjustment to dUliculty 
of work dono 5o2-5; accurate know- 
ledge as to, diiVicult to obtain 504-5; 
are high when circulating capital is 
large relatively to dxed 50S-9 (See 
Contents VI. vi. vii. viii.) 

Mongoldt 358 n. 

Manufacture 232 ; percentage of English 
population engaged in, not increasing 
229-30 

Margin, of hniUling 130-40, 370-2; of 
cultivation 128; of indite renre 335-6; 
of production 004 ; of profitableness 
206, 203-0, 350 

Marginal, deniand price 80; dmitilUg of 
labour 117; dose 128; purchase 79; 
product 300-10, 664; return 128; not 
product, o! labour 426-30, 531-5* 
558n., 587 n.; of capital 430-2; 

shepherd 337 n.*, 330 n., 427-0 ; uhcs 
tWicate but do not govern vniuo 339- 
40, 347, 353, 373, 428n.; utility 79; of 
money ^-aries M'lth a person’s infomo 
80-1, 386 n., 390-1, 090; marginal cost 
in relation to value 334-52 ; to agri- 
culturo 353-7 ; to a single crop 300-4; 
to urban values 305-70 (bcc Contents 
VI. VITI.-XI.) 

Mark system 605 n.^ 

Market 94, 209-73; whole.sale and retail 
273; highly organized 272-3; local 
274; in relation to time nn<i spam 
274-5; for rare things 270-7; of 
individual producer is limited 238-9 
Marketing, cost of 235, 238-9; in n'lation 
to law of increasing rotum 328-30; 
difTieiiltics of 379-80 
Marriage-rate, causes affecting 150-00 
Martinenu, Miss, on Factory Acta G30 n. 
Marx, Karl, his misimderstaiuhn^ of 
Ricardo 417, 487-8; on definiliun of 
capital 647 

Material and non-material goods 45 
Mathematical treatment of economics 
85 n., 297 380 n., 453, 644 

JIfaxtmum satisfaction 276, 700; and 
taxation 389-94; limitations to doc- 
trine 390-1, 393-4, 415-7 
Meat, changes in value of 562 
Mechanical analogies, their use in econo- 
mies 269, 315 n., 381-2, 637 


Mediasval, artisan 177; theories of 
interest 485-6, 012 n.'; towns 010-1 
(Soo also Middlo Ages) 

Monger, Carl, on " orrhYs ” of goods 
S4n.a; 77 n., 076 
Morcantilism 55 n., 624-5 
Metayer system 535-7 
Meteoric stones, illustration of .315-52 
Method (Sco Kconomio methofl) 

Meyer 145 n.^ 

Middle Ages, rate of profits in 513 n.; 
labour vahio of commo<litics in 502-1 
(Soo also ^ledireval) 

Migration, hindrances to, in Middle 
Ages 154-5; from country to town 
165-C. 228-9 

5IilI, James, on tho term Dose 127-8* 
032 n. 

Mill, John Stuart, innueneo of socialists 
on 031 ; his relation to abstract ecoue. 
mies 032 n., 037 n. ; on Comlo 030: 
on economic method 039 u.*; on 
definition 42 ; on capital 03 n.-, 0 19 n.- ; 
on jlomand 82n.‘; on gmiles of 
labour 181 n.; on change of oci iipn- 
tion 210 n.; 207 n.; on cost of pro- 
duction 282 n.® ; on rent 358 n. ; on 
joint products 301 n.; in relation to 
.Jovons 074-5; on improvements in 
agrieulturo 6S8-9; on wages 422, 07S; 
on the Wages Fund 078-9; his prt)- 
positions on capital 080-1 
Mines, whether law of diminishing return 
19 applicable to 138-9; large* tin»l ^m.lJl 
212; rent of 30 1 
Minimum wage* .'it).") 

Mobility of labour 180-1, 22S-30, 585, 
056 

Mommsen, on Roman tratlo 097 n.*; 
608 n.i 

Money 51-2; its use as a measuro of 
motive 12-19, Olt-5; eliH!ig<*s in 
purchasing power of 51-2, 92, 109-in, 
197. 295 n., 493- 1, 599-1; etiecl on 
spending and saving lSH-9; cbiinges 
in marginal utility of SO^I, ms, 199 n.-’, 
278-80, 390-1, 393, 092-3; its steinly- 
ing infiuence in a market 99, 280, U53 
Money cost of production 282 ; its relation 
to real cost 291, 293, 301 
Money income OO, 05 
Monopolies, in relation to national wealth 
50 n. ; in relation to law of increasing 
return 238-9, 329, 380 n., 001; theory 
of 345-0, 305-U0; rceenne 39ti ; in 
relation to rnilwnys 401-3; taxes on 
348, 704; forces lending to hrealc up 
.552, 577 

Monopoly revenue 390; curve 397 n.; 
schedule 390 

Monotony of life, and in some cases of 
work, diminished by machinery 218-9 
Montesquieu 153 n.; on tho inflaoncc of 
climate 6U3 n.^ 

Moore 409 n. 

Morris, William 178, 043 n. 

Motives, their quality cannot ho 
measured, but their strength can, sub- 
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ject to certain limitations 15-10, 
economics is concerned with altruistic 
motu cs and \\ ith the gi ow ing tendency 
to collects o action 10-23 78 n , fi45-C 
Multiple positions of equilibrium 288 n , 
391 n 664-7 

Municipal undertakings 101 n ^ (See 
Government) 

Xasmyth 174 n ^ 

National income or dnidcnd 68, oMima 
tion of 42i, 433-5, n stioam not a 
fund 434, 082, is st onto the net 
output of production ond the basis of 
consumption 681 , influences affecting 
growth of, in 1 ngland 530-01, in 
relation to lessening ot houis of labour 
580-3 « growth of 59tn ' 

National uealth 40-50, giowth of 107-9 
Natuia non Jacit saltum 207 
“^atuial’, Adsm Smiths use of the 
word 205, Ibth centiuy French nd 
miration of the 025 n ’’ 

Natural and aitifliia! selection 167-8 
Naiujal inciccuie of pojuilntion 13U 
Natuie, lule of 025 n ' 

Neccsharies foi life, foi ifftaonaj, conxen- 
tional 50-9, 441 n , niuiu of chmmd 
foi 80 92, taxation of, its effect on 
consumers' smplus Jlin , foreign 
trade and piicc of 550 00, in rcliiion 
to cnicicnc> 570-7 
Neqatnc mclmation of cunes 84 n ^ 
Nej^ous sticn/fh ciistmgni^hcd fiom 
nervousness 102 n ^ 

Net adxantaqci 61, 1G3, vai\ with 
indniduals and races 101 1 
Net earmnqb of manafjement 201, 405 
Net tiicomc 61 

Net interest 488, tends to equality 
401-2 

Net piodurl 31(p-7, estimation of, at the 
maigiii ol pioduction 116 7, 3J0-1O, 
098-0, 111 1C la (ion to netuut iiic/s 12b n , 
440 b, 554 5, 5S0-S 

Netheilnnds 013 ugiicultuie in 530 n * 
!Nciimanii, on lelation of natuial and 
economic laws ' 27 n 
Newcomb Obi n ® 

New countries causes of higli wages and 
inteiest in 550-0 
Nojniarck JOO 

Nicholson, on capital GlOn* iniscon 
cci\es the natiiic of the clocliinc of 
consumers' suiphis iDo n 100 n , on 
agriciiltmal inipiovemc nls 517n', 
on Adam Smith and Kicnido 02s ii 
140 n 

Nominal waqce 45b 
Non mateiial qood6 45-6 
Normal 28-30, olnsticitv of term o02-15, 
supply price 2 b4 7, 308-10, in relation 
to “average” nncl nggiegato” 2b9, 
300, 667-8, in a statioiinrv state 305, 
411, in relation to increasing return 
377-82, 604-0, demand niid supplv* 
incrcaso of 383-4 (bee Conic nts V. 
IJI-V ) 


Noimal action 28, not always compcti 
tivo 29, 280, or right 29 
North, lludlcy 626 

• 

Occupation, its influence on character 1, 
on health 165 

Ogle, on miiiiiagc returns 151 n , 159 n ^ 
Onnoui rates 655, on sifo values 657, 
on building values 658-9 • 

Open spares, public interest in ^67, 
547-8, 601-2 

Opportuniiif 103, 517, os affecting profits 
and comings 352 n , 518, 510 
Ordns of goods 54, 316 n 
Organization, an agent of production 
11 VO 

Oiganization of industry, its growth in 
irngland 0I7-D (See Contents IV. vni , 
etc ) 

Oigmized markets 272—3 
‘ Over copitahzation ” 346 n. 
Ovcrciov^ding, evils of 208 

Polcrmo, unemplovmcnt in 572 n, 
Pantalconi 85 n , 198 
” I'aiasiiic ” races 203, work 695 n 
l*areto 0 19 

Pariiculax e\pcn\ei cuite 668 n 
]*oilnci8hip 251 , in land 530-1 
Patents 2 34 n 

Patten, on tonsumors* surplus 109 n ^ 
Poasont proprietors, prudence of 152, 
537, conliasted with American 
fflimei ” 152-3, 518, rompaied with 
licmis of small husincbBcs 540 n ^ 
Pciioilb, long and short, in relation to 
voluo 302 15 (Sco Time) 

Personal, qooJ& 46 n *, ftska 400, wealth 
4b, value, estimation of 469n, 705 0 
Pettv 97 n , 34 5, 19S, 469 n , 627 n ®, on 
the tcim coin” 422 n’^, on law of 
Kilt 528 n 

IhiMOditb 625-C, tlieii cosmopolitan 
piJiuipks 031, on pioductivo labour 
)5n , on capital G4b, on population 
ItOn on ncccssiuics 57, on viagcs 
419-20, 410, on pioducers’ surplus 
520 

Ptaevoik vinges 456, in relation to 
(flicionfv 577 n 

I'lgou, on measurement of desire 78 n , 
2110 n 2 
Pitt 1 10 n * 

Place, 1 1 am IS 119 n 
3*lnto 115 n ^ 14b n S 606 n * 
I*Ja')yound8, pi pvision of 107, 662 
I'leismc, oflcct of postponement of 
101 n 

Political economy (bee Economics) 

Poor Law 0 , its influence on population 
147-S, 156-7, on saving 188 
Population, doctrmo of 144-50, causes 
that govern the giowth of 150-4, 
historv of, in J'^ngland 154-9, stntis- 
tKSot lain, 153 n, 155 nS 157-CO, 
health and stiength of 161-9, in- 
iliicncc of natural and aitiflcml selec- 
tion on 107-9, 206-7, prcssuic of, on 
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mealis of bubsibtcntc 163, 267-8, 516^ 
7, (.onccntialion of 165-C, 547-8, 6>0, 
Gbl-2, ad\antagcs of donso 137, 
* 207-8 
Portci 565 n ^ 

Po\ertv, a cau«?o of degradation 1-2, 
icmeclics for 6^4-0 
Prediction m cconomits 638-0 
Price 51-2, its uao as a measure 12 17, 
1#3-11, equihbuum 260, 270, 2S7. 
supply 280 7, maikct and notmil 
200 1, J07-S, short and long pciiod 
noiin.il supply J02-lo, matgtiial 
supplv 300-10, pciiodb for which 
leckoucd 314-5, influence of custom 
on 604 

Price, L L 620 n * 

y,Pnmc rout 299-101, its relation to 
noimal piice 010-2, to joint piodmts 
327-b, to biipplemi ntaij costs 300-1, 
327 S, 340, 379 SO, to quabi lent 
352 71 , of ItuinAn cilort 6S4 
Prmting tiadcs, influenco of machinery 
in 213-7 

Primogenituie, its mducnco m Cngknrl 
614, 615 

Piocc6t, oj pioductiont lathcr than a 
ccitam i>nirel of goods, is tlic unit of 
cost of pioduction foi long peiiodb U2 
Pndmm' tjoods 54, '»wplub 117 n , 37>- 
6, 66Sn , 6S3-4 (Seo lleut) 

Production 53, 2b3 ti , on a laigc scale 
232-3 (bee Contents W \i ) 
Production and consumption, correlation 
of 391-2, 6S(i 1 
PiodncUon qood^ 34 
Produi hit o6 
Pfodiutnc toHdumplion 50 
Piodtic fit OECifs and piosputn€nc’>'> of 
capital 06-0 

Piojih 62, anahsis of 306, how fat n 
tendency to C(iUQlit> 306-11 , \ai\ 
noail> witii the wages bill 310, ri^k 
as an ehimnt in 309, noinnl ntc ol 
ma> be loweicd h\ in<u isc m piodm 
tion 310-1, on the turno\ci 307 
511-3, a liii " intc of 312-3 m 
relation to fluctuations in pure 31 >, 
518-22, in icldtion to cpnsiirnt 
520 1, and to rent in Entlwh land 
tenuro 326-9 (boo Content's M mi 

VIII ) 

Profit shaiing 256, 320-1 
Piogicss 207, 600-1, Its influence on 
values 361 4, on leiit 50t-3, on 
wealth 366-7, on intrust 306-7, on 
earnings 307-73 (bto Contents \J 
xni XIV ) 

Property, rights of 40, CUO, 639, 661 
Protection, to nisccnt mdustiics 363, 
304 n , 633 , Mill on 680, its eifer t on 
national diMclciid 680 
Piourlhon 633 
Piyme 149 n 

Public value of land 360, 366-7, 169, 661- 
3, 684-3 

Puichasing power, fictitious unit of con- 
stant, corresponds to mean sun ” 


52 n, 403, changes lu puichasing 
power of money affect rate of mtcicst 
493-4, 566-7 

Ptfin nncl applied economics 31 n , 381 2 
Puscy 531 n ^ 

Qua*>i trnf or income from nu appliunco 
foi produi tioii in ulc b\ man 62- 3 111, 
hki U( ss md unlikeiKSb of line iiiit 
nml quasi rent 131 /, misconr t ptiuns 
of tho natuic of 3i2n , iii u latum to 
supplemciitarv costs 101 ii, 140, uid 
to intrust 349-30, ns un < lement in 
earnings of labour 480-1 , nml m 
btisuicsb piofits 316 22 
Quesmi> 148, 625 6 

Railways, enrlv 242 n , relation of rites 
charged 63, to piime losts 128 11 , 
pioblcm of lailwnv rates iii ulition to 
theoiv of monopolies 401-3, 410 (Ve 
J ranspoil) 

Ratis, oucioub 633, bcneruial 01 le 
muneuitivo 633, how fii a biiidon 
65S-9, evils of sudilen thingrt ol 
63S 0, on shops 63S 0, riiial 639 
tiunsfcuncc of, fiom buililing to siti 
values 639 60, sliifting of 061 si ^ 
gcstions as to old and new t»l)2 > 
on iiibnn land 397 n •, 662, fu sh 
All 1 iti ’ 662, giuduation of 602 (Si i 
lav ition and Contents, Xppcnchv C) 
Ravcnstciii 150 n ^ 

Raw son, Sn Raw^on, 138n * 

Iftnl <o\t of ptodutfion 282, its ulitiuii 
to moiKV (ost 282, 201, 293, 100 
Jhal lalue 323 6 
Jltal ua fC'i 43S 

Reformation, its infliiimr on indusliv 
613 6, on nil 61l> n ^ 

Jlcmunnntiie lalis 6a3 
Rcnt\ ix-\t.M IX -x 62-9 129 10 
533, 32 1, gnphir u picxiCiit Uiun o! 
129-31 nn , 1 1 ) n - ObS 11 , i k i luu 
spcrirs of a laiuc genus 512, 530 j3> 

0 321, in a new coiintiv 536 7 
inaiginal cost in lelittm tu 1>1 61 
Siaicitv nn<l dilkuntiil 151-2, tm 

01 pure 350 1, 160 c>f mine's, a io\ ill v 

IS not a u nt 1 59 534 n, 104, giouol 
141, 370-1, difliicniis l)c tween unts 
nncl otlicr incomes 444-3, 328, l)ljl-2, 
in relation to cost of m irk« ting 106 ii 
of n monopolv 143-6, 131, itsulitiou 
to cpinsi u nt 119-30, lol-4, 32S, 6si 
tompo>*tte 173-6, 1111 idem c of tiMs 

on 348-9, 160, 321-4 6S6 9, ot 

nntiunl nliihtv 480 1, 316 s, (Ih ts 
ol improvements on 526-7, 687-9, m 
relation to retail piiccs 37 4-5, dilh 
culty in deciding a noimnl 3 46, 
estimates of changes m Imglish 564 3 
(Sco Contents IV 11 -111 , A Mil -xi , 
\l IX X , and Vppcndiica li, L) 

Repiesentativu fiim 264-3, 285, 313 4, 
‘180-1, GG4. 066 n » 

Kcproductioii, cost of 332-3 
Rcbiduum 2, 39 4 3 
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Rcfnil piiccs ^t^nation^ in i7l 
Jlotai] tJAflo, mlvanta^rs of and 

amall rstnblislamnls J P) 41 
Frfinn Srhrdulr ] JO n 
Ruardo, lusmelhocl bJO, CIO 1,G70 672, 
087, CSS, dobnition of capital btOn 
stios9 loid on cost of production 72, 
85 n , HO 7, on Hw of dimimshin^ 
letiiin 128 11 , l5b-8, on \alnc f>lb-7, 
070-0, on lont ami < ost of ]noduclion 
3G4 n , on ir nt ot inim s 1 JO n , J04 n , 
on c lit it of iin]iioM in( nls on lont 527, 
665, bSb 0, on 421—2, 4ib, 

4 58 n ' 

Risks 1 JO-2 , 2iodr400, i’ris^Hcrf JOO, 
in rilation to ])iu(ili 608 9 
RiMil cominoditii s, in iclation to das 
licitv of dcniimd 80 n ^ 100 n*, m 
lelation to ia\^ of incicasm^ icturn 
J24 n ** 

linal oi rnmpiiiiiu demands 321, sup 
plus J2 1-4 

llodbtilus 4S7 8, 072 n 
Ko>?ois on tlif' \ lint of lind 135 id, 
]52n , 015 n*, on ilic Bluk lit ith 
155 n ’ , on loi nli/t d indu^tiics 22 J n * , 
on mclujci s\sttm 52 >n on wa^^ts 
602 

Romo, \nc Kill lici oionomit stienatli 
and uoiikius«. 0, 00(i 0, tlio infUuiKt 
on otonoimt lusioi^ of hti liw of 
piopiitj 008-9, population in 114. 
145 

Robtlicr 136 n on population 145, on 
manufattuu 2 J2 n * , on uagts 121 n *, 
007 im 

Round ibout nidliotU of piodudion 'is 
coinpaiod \u(li diuct OU u , 290, 
481 ii'* 

Roussmu 025 n 

Royalties nit nit iint 139 J54n JOl 
Rumolin 155n 
Ruskin lU, 04J n 

Sadler 1 52 n 
Snngor 1 09 n " 

Siarncons iiiflutncc of G09 
Soigaiit l‘)j 

»Sa/Ki/jfc uants ln\ ol 7S-9 
»Sa>ing. slou gioulii ol liabils of ISO 7 
oondition*! ol 187 ‘M), its coimi tion 
^Mthrati ol mil 11 191 0 ItJ 1 ls2 1 

Sa> 0 J J, (i7 1 
Sdiailit 20 1 II ^ 
jSchloss 250 11 

bdiinulki, on miluition and lUduition 
24, on ])u ( o uoik "77 id , uii tiailiiig 
compunu s (2)8 i 
Schonbcig 1 5 i n 2 10 n ® 

Scotland, influintt of iducation on pio 
gioss 159, 170, long leases in 540 
SecuJat mo\omonth of noimal piico 315 
Scebohm, on \illagc tommuniticB 620 n ^ 
Seligman 85 ii 

Senior, on consumption 51, 56 id, on 
definition of capital 649 n ", on dosiro 
foi (listinetion 7 J, 77 n , on itiit and 
pioritb 258ii , on ta\ation J91ii on 


Ritnido’snseof tliotermu igis*45*>n 
on late of piofits on Itigc find smill 
capitals 50Gn , onlaitor^ Vets O JO p 
St ttlciricnt I Qu s 1 55-0 
hlicllidd tiados 217 
Miifts of labour 579 n 
Ships, economii s of luge 241 n 
Shops, acUonlagi s of 1 tige 239-41 , iciit 
of 274-5, 1 itts on OjU * 

Site talue 2G0 causes of high 3G9f J72, 
002 0S9 , iHtes on 059—60, 002 
Situation Its impoitancc in deUi mining 
\aliip ot land in non coiintiu s 520 n 
Situaiim inlue 200, in iclation to 
citminl (Lunomte^ 305-b, liou far duo 
to indiMtlual cfToit JOG-9 
Skill, a iclatico turn 171 2, 5G7 9, 596 
S1 a\ci\, among tho Gieiks 9, 000, tho 
Romans 000-7, Adam Smith on 
400 n ^ 

hmail holdings 543-5 
Smith, Vdam, on the word “ \alue ’* 51 , 
iindeit ikf i«9 ” 017 n‘, hi-* genius, 
his mctlioil 02C-8, liis lelnlion to tho 
Ph^sicHiits, hia cautiously guiided 
nd\otac\ of fiecdom fot piivatc enlei 
piisi 020-8, his use of the woid pio 
ductice 55 and n , neccssaiics 57, 74, 
dt hnition of capital 63 n 00, 049 n * , 
on population 147, 15Jn , on Settle 
mint Laws laOnS on division of 
labour 2()0, 205, 210, 212, 218 n S on 
nitural valiio 280, on iisk 332, on 
lent 120 n S 139n , 304n , >26, O&O, on 
wu'Cs 222, 120-1, 458, 102, on slave 
labour 100 n*, 469 n , on com 

{ iiiison between macliinci^ and skilled 
aiiom 174, on pioiits 500, 509 n 
•Smith, if LI 470 n 

•Sc c K#/ teepdaf 0 4-8, tacomc 07 S, ucalih 
IS 50 

•S K ta! luu 27 

Soiiilists tiicii influent e on ceonomica 
0 Jl, 07s III 1 1 mic OJ J 111 Gi imanv 
0J5, then Mtw on pliobuiablcness of 
woik 1J7 
ScKiologj 030 n ^ 

Special tost 2 )9 (Sie Vnmc cw*0 
Specialiud uhltltf 172 
Si>ecuJation, in land J5Sn , in lelalion 
to ** grading * 559, anti social forms 
of 598-9 

SpciKii, Hiihtit 112, I53n, on de- 
vilopmiiit of faculties by use 205, 
00 i n 0 JO 

SttdU tqutlihiiuin 287-8, theoijr of 281— 
91 , usi ill idons about 287-9 
Stunduid of t oinlort in iclation to wages 
418-23, J J9 42. 374-7 
Stamfatd of hfc 418 574-3, influence of 
tiadi unions on 684-6 
Stanilaich/ntion 212 ii , tiue and false, 
of laliour 688-90 

“.Stnndaid zulo ’* 27 (Seo “Common 
Bide ’ } 

Statical method, its uso in economies 
304 id, 300 7, deficiencies of 315 n , 
,381-2, 415, 664-9 
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Stationary state 305-7, 309, 007-8 
Statistical tables of, expenditure 97 n.; 
^pneo of K’lteat nnri marriatro rat** 
158x111.; exports as an indication of 
prosperity 159 n.*; growth of wealth 
10&-9; population 155 q.^ 157 n.^; 
urban and rural birth-rates 153 n.; 
wealth of the British Empire 19b 
Staft^irs of ronsuraptiozi 95-7; cHDi- 
cufty of inttTproting 92-5, 383-4, 
510 n,h 583-'l; shopkeepera’ facihiiea 
for collecting 9S-G; need for further 
394; importance of ueil organized 
407-8 

Steffen 155 n.^ 

Steturt, Sir James 58 n.% 626; on 
populatfori 146 n.* 

Stock Exclinii;re, sc-eurlties 20, 272—3; 

speculation 338 n. 

Stock watering 340 zi. 

Stoics 60b-9 
Stourbridge Fair 222 n.^ 

Strategy and tactics in relation to the 
economic teachings of liiHtory 64'i-2 
Strikes, conditions of their Hucce%3 317, 
583, 679 

Struggle for survival 201-3 
St. Simon 633 

Sturge on Ixlstory of agricultural rent 
563 n.^ 

Subsidia^ trades 233, 230 
;S'u6tfti/utton, principle of UL n., 28t, 
295 '9, 335-0; its atliiiity to of 
duoinishmg utility and diininiHhmg 
return 296; and tho competition of 
crops in agriculiuro 361-2; in relation 
to theory of distrilmtion 420, 432-3; 
a form of competition 448 ; its relation 
to law of survival of fittest 495; ltd 
action in controlling earnings of 
maiuigement 407-502, 550-1 
Supplementary Cost 299-300, 349; large 
in things which obey law of increatung 
return 379-80 

Supply curve 286 n.*, 287 n.; dia- 

tinguishod from particular •xpenses 
curve CGSn. ; of individual producer 
must bo coupled Vrilh demand curve 
of his special market 379 n.*; lowering 
of 387-9 (See Elasticity of supply) 
Supply point 286 n.^ 

Supply price 118; long-period aud ^hort- 
period 307-15, 274-5 
Supply schedule 2M<»-7 
Surplus produce 129; its relation lu rent 
129, 354-5, 081-5 

Surplus^ consurnvrs* 1U3 (See Consumers* 
surplus) 

SurpluSf worker's 683 ; saver's or u*aiter*s 
683 ; relation of these surpluses to one 
another G83-5 

Survival of the fittest, law of 200-7 ; its 
relation to law of siibBtitution 495 
Sweating system 246-8, SOI 

Taussig, Prof. 84 n.h G81 n.* 

Taxation, its iiifhioneo on simiggling 
95 n. ; in relation to Bernoulli's sug- 


gestion 111 n.^: shifting and iiltimato 
inciileneo of 315-U, 635-63; its inci- 
dence on rent^. rpiaHi-rents and pitdit.-! 
359-61 ; theory of, an int- .;nil pan of 
theory of value 343; ita ctioets on, 
supply anrl coiiaumcr.®’ iMit 387-94; 
indirci't costs of 3M2; fid raiurrm 3'^*3; 
of monoj^olics 397-102, 7n4 ; building 
^Yjund 36b n. ; ‘‘joint a'tork prirteijd** ” 
in 66U; systems of, to he judgirl us a 
whole 6ttU-i; in rcdatioii to povcity 
599; 6S1 

Taxes, shifting “ forwanls and ” back- 
wards *’ 343; on income llln.**, 

294 n., GCl; on printing 313-5; on 
agricultunii prorluco 359-06, 392 ii., 
686-7; and consumers* surplii-i 387; 
on a dijc" ml crop 3G2-3; roiitnist be- 
tween local and gi»m»ra! 3i}3, 655; oii 
factories 363-4: oiaTou-s 655, 657; on 
building values 37b, G57-S; on housscs 
GGf; on trade premises G6 1 : wdudows 
GGln. ; on public value of land 3Gb; 
on true rent 3GU; on vacant building 
groiinrl 3Cb n. (See Kates) 

Technical education. 173-.5 
Te»‘hnital terms, their uw* 42-1, 69. Ib7, 
453 

Tofnj>orary etjuilibriiim 27C-8b, 3b7 -8 
Tioant's’skare curve 536 n.^ 

Tenure of laznl ISeo Land tenure) 
Teutonic K)>iiit 609 

Textile induritriea 219 n.; pcruentdire of 
population in 23U ii. 

Thornton 079 

Thuuen, von. his phrase •* Dcr flodcn an 
shh" 120 11 .'^; on bns[n''>s ri'-ks 
332 n.% 3GGu. ; on redahve eUi'*ieni*y 
of capital and labour 433 
Tides, scu-ncc of, its aimlotrlcs to eco- 
nomies 20 

Time, tlio element of, in cr-onomic 
problems 92-4, 274-5, 289-91, 3i'2-15, 
349. 353- 1 

yVirtc mrnihfjH do not tend to erjuulity 
456; higli in new r-oiintrics 557-9 
Tithes, incidence of G8G-7 
Tookc, on Hiictuutions in demand 30S n.^ ; 
54G n.b 629 

ToUil benefit 403, curye 4U3 n. 

Total cost 29{) 

Total ulility 78-9 

Town life, inliiieiice of 165-7, 547-8 
Toynbei> 325 a., 632 
Trade capital Gil 1 

Trailo eombiiiutiona 254-5 (IScc Coniblna- 
tioim ) 

T rade risks 490 

Tmdc LTiiioiis, early policy of 585, 619- 
20, 621; in relation to law of derived 
demand 317-21; in relation to raising 
tho standard of lifo 585-6; tlieir in- 
fluence on wages 37-8, 472-3, 521-2, 
677, 581-3, 584-01, 678, 679; and 
pic(;c-work577 n.; their chief instrument 
the *' Common liule ” 37, 686-91 ; in- 
fluence of cheap press on 610 
Transferable and non-iramferableyoods 46 
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Transport, improvomi-nts in, rffi'ft on 
^rot?rapljh al (Jistribntfon i f iruhi^trioa 
227-3iM tl.i ir iiiiUiLiice un \ aliiu 501 5 
Truck aysloni ‘lOo 
True rent 35tl-l, 300 
Trunin 254, 312 nJ. 340 n.. 30.". 004 
Turgot 143; ou ]tijpiilaiiou iJOn.*; on 
iron law of xvau* s 41IJ ii. : 027 
Turnover, jirolitb ou 2b0, 371-.>, 5U-3 

Lndcrtnhcr 24^-5, G17; gnulual rise of 
CIS C, C2o; functions of ,’)52, 5o3 (Seo 
Dumucpm ni » 

Viideriakhi^, unuitujf, »,j 02 (See .UrtMfxj7C- 
ment, eaTuiuyt-, nf) 

Uauinpldyincnl 5111-2 (Sec IiKonat.an-y 
of <m}»loyment) 

Unit of the faniily -Ifi:!. 5P5 n. 

United Kingdom, iniirriaj^e.r.ilc in 157-1); 
value of luntl iu 197; siati-'ius of 
%\ealtli of 19S ; living eajiil.il of 4UU ii . ; 
income of 591 n.^ 

United States, iiroperty r<‘turns of 197; 

value of latui of 197 (See uNo Anietiean) 
Unskilled Itdiour 171, 519*50, 59C-7 
C fts/al/e 2Sbn., 9C5-7 

Urlionreiit 3(}5-7tj iSec (Inmiid-rent) 
Usury, its eendemiuidiai hy the Uliiireh 
4ho, 012 u.^; ita relation to imerist 
4So-(} 

Utilinumnistn an<l e<*oi\omics 1 1 n., 7S n. 
Vfifift/ 7S; foia/ 7S-9; umiyittal 79; 
Jevons oji 79 II.*, 073-0; me.iMu*em«*iit 
of l(.i4-l(/; af'n</;/t' and whUtlitunl 

104 n. ; iuiUieiU'O of, ou value 2S!f- 
91 

UiiJualioii of uasie jaciliiab 232-3, 321 

Value Sl-2 
Vandorhilt 571 
Vaulfflu C20 11 .* 

Vigour, general condition^ of lOI-U, 
G02-3 

Wages, early theories of 418-23; iron 
luu' of 421-2; aii<i net jii'a'iuet of 
labour 42C-3U, 440-8; “general rate 
of’* 442; dopeinlcnuo of, on otliciouey 
448; effects of reducing hours *>£ 
labour on 577-81 ; intcriiutioiial move- 
ments of 5S2-3; methods of raising 
683 ; influence of macliinery on 59C-7 
(Sco Knrnin!j*i) 

Wages Fund C77-82 

Wagner, his analysis of motives C45-6; 
on capital G5Un.*; liis definitiou of 
Conjuncture 103 zi. ; on Malthus 149 n. ; 
62C n.», 634 n.* 

IVaitiHff ratlier tlian obstiiieuec, involved 


in saving and rewarded by ialerest : 
this term iirst used by Prof. Zdacv^uzio 
393 n.a 

Walcelield 135 • 

A\alker, F., on wages 423; on the Wages, 
Fmirl CSln.-; on business po\\er 
fit»3 n.' ; on profits SIS n. 

Walker, .1. If. 516 n. 

W'alr.13 lion.; on capital G49n.*; S76 
W'uiiis 73-7; rlnssiflcation of 77 rxf ; in 
i\‘laiion to activities 75-G, 574-5 
\\aj*ie piodufts. \iti1i7ntion of 232-3, 321 
li'nj/tJi 45-.>2; its relation to capital 68; 
a stuck of goods 47; collective use of 
111, 113; and wellbeing 1-2, 18-20, 
1!0 4, 20G, 57S, 59G-7 ; growth of 
lh3 91. 5GG-7; modern forms of 184- 
G; odtiinatiM of 197-0 ; its inequalities 
593-4, 596-7. 599 

Webb, Sidney, Mr. and Mrs., on the Com- 
mon liulu 587 n.; ou opposition to 
naiclimery 5S9 n. 

W'edgwooil 258 n, 

WVlls 510 II. 

Welton IGGn. 

\\V?!icott, on the lleformation GlSm^ 
Wheat, price of 80-90, 147 n.*; labour 
\jlue of .562; its conneetion with 
marriage rate 147, 157-0; and mor- 
tality 16.3 

WieksieiHl 79 n.’, 85 n, ; on rent 135 n.® 
Wifser 79 ii.*, 076 
Wilkim>on 499 n. 

IVilicox 159 n.* 

IVindow ta.v 061 n. 

W'onxon, changes in employment of 
230 n.; u ages of 570; excessive work 
of 578; legislation in interests of 622 
W'ood, change in value of 563 
irorA: Fuuil 5Sl; fallacy of 581-3 
W orkiug cla>sc3, condition of, early in 
the century 020-1; Intent genius 
among 166-7; improvement in con- 
dition of 571-2 

AVorkmg man. his opportunities of rising 
255-7, and his diOiculties 257-S, a 
rapid rise not an unmixed benefit 259; 
iitflncnco of extension of vast busi- 
nesses on 259 

Xenophon, ou division of labour 2 1 1 n. 

Veoman, English, precursor of English 
artisan 614 

Vouiig, Arthur, his study of facta 97 n., 
G28, 629 

Zoyss 627 n.* 

Zone of competition 306 n. 
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Ongimd 
ilk Kdilion 

present flepnnt 

limiiml 

Sl/i I ililioii 

P. 1 

= p.i, a. 1-24 

P. 40 

P.2 

= p, 1, 1. 24 to p. 2, 1. 25 

P. 41 

P. 3 

= p. 2, 1. 25 to p. 3, 1. 18 

P. 42 

P.4 

= p. 3, I. 18 to p. 4. /. 9 

P. 43 

P.6 

= p. 4, 1. 9 to p. 5, 1. 2 

P.44 

P. 6 

= p. 5, ll. 2-36 

P. 45 

P. 7 

= p. 5 , 1 36 to p. 6, t. 29 

P. 46 

P. 8 

= ji. 6, 1. 29 to p. 7, 1. 22 

P. 46 ll* 

P.9 

= p. 7, 1. 22 to p. b, 1. 15 

P. 47 

P. 10 

— p. 8, 1. 15 to p. 9, 1. 8 

P. 48 

P. 10 III 

~ p. S 11* 

P. 49 

P. 11 

= p. 9, /. 8 to p. 10, 1. 1 

P, 50 

P. 12 

= p. 10, ll. 1-35 

P. 50iii- = 

P. 13 

= p. 10, 1. 30 to p. 11, 1. 11 

P. 51 

P. 14 

= p. 12, II. 1-26 

P. 5> 

P. 15 

= p. 12, 1. 27 to p. 13, 1. 26 

P. 52 ll* 

P. 16 

= p. 13, t. 26 to p. 14, 1. 20 

P. .53 

P. 17 

= p. 14, 1. 20 to p. 15, 1. 3 

P. 53 ll* 

P. 17 III 

= p. 14 tl* i 

P. .54 

P. 18 

= p. 15, 1. 3 to p. 16, 1. 4 i 

P. .55 

P. 18 III 

= p. 15 ll* 

P. 55 ll* 

P. 19 

- p. 10, ll. 4r-.V 

P. 56 

P. 20 

= p. 10, 1. 37 to p. 17, 1. IS 

P .56 11* 

P. 20 n' 

==p. 17 III 

1’. .57 

P. 21 

— p. 17, 1. Ib to p. 18, 1. 19 

P. 57 ll* 

P. 22 

- 11 . 18, 1. 19 to p. 19, 1. 9 

P. 57 ll® 

P. 22 n* 

.= j). 18 ll* 

P. 5S 

P. 22 n* 

=■ p. 19 11* 

P. 58 »' 

P. 23 

= p. 19, 1. 9/0 p. 20,1,2 

P. .59 

P. 23 n‘ 

p. 19 

P. (lO 

P. 24 

- p. 20, II. 2-35 

P. OOii' 

P. 25 

p. 20, 1. 36 to p. 21, 1. 27 

P. 61 

P. 26 

- p. 21, 1. 27 to p. 22, 1. 20 

P. 62 

P. 27 

- p. 22, 1. 20 to p. 23, 1. 12 

P. 62 ii‘ 

P. 28 

- p. 23, ll. 12-21 

P. 63 

P. 29 

= p. 24, ll. 1-26 

P. 63 ll* 

P. 29 III 

— p. 24 ll* 

P. 64 

P. 30 

- p. 24, 1. 20 to p. 25, 1. 27 

P. 64 ll* 

P. 31 

-- p. 25, i. 27 to p 26, /. 20 

P. 64 ll"- 

P. 32 

— p. 20, 1. 20 to p. 27, L 12 

P. 64 n® 

P. 33 

= p. 27. 1. 12 to p. 2b, 1. 3 

P. 05 

P. 33 n* 

= p. 27 fti 

P. 65 71* 

P. 34 

= p. 28, ll. 3-37 

P. 66 

P. 35 

-- p. 28, 1. 38 to p. 29, 1. 32 

P. 66 ll* 

P. 36 

.= p. 29, 1. 32 to p. 30, 1. 23 

P. 67 

P. 36 n* 

= p. 30 ll* 

P. 67 ll* 

P. 37 

= p. 30, 1. Utop. 31, 1. 3 

P. 68 

P. 37 11* 

= p. 30 n® 

P. 68 »*■ * 

P. 37 n* 

= p. 31 n* 

P. 09 

P. 38 

= p. 32, ll. 1-26 

P. 09 ll* 

P. 39 

-- j). 32, 1. 20 to 21 . 33, 1. 24 

1 P. 70 


J*renn( 

= p. 33, i. 24 to p. 34, 1. 10 
= p. 34, L 16 to p. 35, 1, 7 

- p. 35, 1. 8 to p. 36, /. 1 
= p. 36, U. 1-34 

-= p. 36, 1. 34 to p. 37 , 1 27 
= p. 37, 1. 27 to p. 38, 1. 10 
= p. 38, 1. 19 to p. 39, 1. 12 

- p. 38 n* 

- p. 39, 1. 12 to p. 40, 1. 4 
-- p. 40, tl. 4-31 

=- p. 41, II. 1-26 

- p. 41, (. 26 to p. 42, 1. 25 

- p. 42 n'’ ■ 

p. 42, (. 25 to p. 43, 1. 20 
JJ. 43, 1. 20 to p. 44, 1. II 

- p. 43 111 

-p. 44, tl. 12-32 
-- p. 44 ni 

- p. 45, tl. 1-29 

- p. 45, 1. 29 to p. 40, 1. IT 
p. 46 h' = 

^ p. 46, 1. n to p. 47, 1. 19 

- p. 47 III 

p, 47, I. 19 to p. 48, 1. 8 
p, 47 

- p. 4S 111 

=- p, 48, 1. 9 to p. 49, 1. 9 
= p. 48 >1- 

== p. 49, t. 9 to p. 50, 1. 1 

- p. 50, tl. 1-15 

- p. 59 II 1 

-= p. 50, 1. 16 to p. 51, t 29 

- p. 51, t. 29 to p 52, I 7 

- p 52 i|i 

^ p. 53, tl. 1-24 

— p. 53 III 

= p. 53, I. 25 to p. 54, I 22 
= p. 53 II- 
= p. 54 III 
= p. 54 n- 

= p. 54, i. 23 to p. 55, 1. 7 
= p. 54 iiJ 

= p. 65, 1. 7 to p. 56, 1. 6 
= p. 56 111 

= p. 50, 1. 7 to p. 57, 1. 1 
= p. 56 n‘ 

= p. 57, tl. 1-27 
= p. 57 III “ 

= p. 57, I. 2b to p. 5S, 1. 21 
= p. 58 11* 

= p. 58, 1. 21 to p. 59, 1. 9 



COMPARATIVE INDEX 


721 


Oriqxml 


Oriifinal 

0 

&th Jidtlton 

Prt K iU llrpi ini 

A/A Ldifton 

Prrunl /{eprmt 

P. 70 7\} 

= p. 58 n= 

p. 

105 

-- p. 87, /. 33 to p. 89, /. 10 

P. 70 11* 

= p. 59 Ip 

p. 

105 ll* 

" p. 8!) Ill • 

P. 71 

= p. 00, U. 1-23 

p. 

106 

-- p. 89, /. 10 to p. 90, 1. 2. 

P. 71 n* 

= p. 00 ni 

p. 

loo ni 

= p. 89 II* 

P. 72 

= p. 60, 1. 23 top. 61,/. 25 

p. 

106 ni 

=- p. 90 III 

P. 72 n» 

= p. 01 ni 

p. 

107 

- p. 90, 1. 2 to p. 91,1.5 

P. 73 

p. 61, /. 20 to p. 62, /. 16 

p. 

107 111 

= p. 90 II* » 

P. 73 /i* 

— p. 02 III 

p. 

108 

= p. 91, ll. 5-30 

P. 74 

- p. 02, /. ] 7 lo p. 03, /. 1'8 

p. 

lOS 111 

-- p. 91 III 

P. 75 

— p. 03, /. 13 to p. 04, /..5 

p. 

109 

=- p. 91, /. 31 to p. 92, /. 31 

P. 75 * 

-- p. 03 Ip' * 

p. 

no 

= p. 02, /. 31 to p. 'J3. /. 11 

P. 70 

- p. 04, /. 5 to p. 05, /. 2 

p. 

no III 

-- p. 92 III 

P. 70 ni 

p. 04 iP 

p. 

no iP 

- yj. 93 III 

P. 77 

p. 05, a. 2 -38 

p. 

111 

- p. 93, /. 12 to p. 04, 1. 16 

P. 78 

= p. 05, /. 38 to p. 00, 1. .30 

p. 

112 

- p. 94, /. 16 to yi. 95, /. 6 

P. 79 

- p. 06, /. 30 to p. 07, /. 23 

p. 

112 111 

yi. 95 III 

P. 79 

— p. 06 111 

p. 

113 

- p. 95, ll. 6-37 

P. SO 

- p. 07, /. 23 to p. 08, /. 10 

p. 

114 

-= yi. 95, /. 37 to p. 90, 1. 43 

P. HI 

-- p. 08, /. 16 to p. 09, /. 9 

p. 

115 

p. 96, /. 43 to p. 97, /. 2 

P. 82 

- p. 09, 11. 9-14 

p. 

1 15 111 

yj. 97 II 1 

P. 82 

— p. O'i Ip 

p. 

117 

yi. 98, //. 1-23 

P. 83 

= p. 70, //. 1-24 

p. 

118 

- p. 98, /. 23 to p. 99, /. 21 

P. 84 

p. 70, /. 24 to p. 71, /. 24 

p. 

118 111 

p. 98 111 

P. 85 

-= }i. 7 1 , /. 25 /o /i. 72, /. 10 

p. 

no 

^ yi. 99, /. 21 to p. 100, 1. 11 

P. 80 

= p. 73, U. 1-25 

p. 

119 ii> 

yi. 99 III 

P. 87 

= ;i. 73, /. 26 /« yi. 74, 1. 21 

p. 

120 

- p. 100, /. n to p. 101, 1. 6 

P. 88 

= p. 74, /. 24 to p. 7,1, 1. 14 

p. 

121 

= y>. 101, ll. 0-26 

P. 88 III 

= p. 74 111 

p. 

121 II' 

= yi. 101 III 

P. 88 li*' •> 

= p. 75 III' 5 

p. 

122 

=-- y>. 101,/. 27 top. 102,/. 13 

P. 89 

.= p. 7.1, /. 14 to p. 70, /. 9 

p. 

122 n‘ 

= yi. 102 ii' 

P. 89 III 

- p. 75 ip 

p. 

123 

p. 102, ll. 14-10 

P. 90 

=■ p. 76, //. 9-34 

p. 

123 ni 

-- yi. 102 ii* 

P. 90ii‘.* 

ji. 76 ii*' ■! 

p. 

124 

- yi. 10.3, ll. 1-21 

P, 91 

p. 77, //. 1-2 

p. 

125 

yi. 103, /. -21 top. 104, /. 24 

P. 91 III 

p. 77 iP 

p. 

12.5 11' 

- yi. 10.3 »' 

P. 92 

- p. 78. //. 1-22 

I*. 

120 

= yi. 104, /. 24 to yi. 105, 1. 5 

P. 92 n‘ 

p. 7S II 1 

p. 

126 ll' 

■ p. 104 II 1 

P. 93 

- p. 78, /. 23 to p. 79. /. 16 

p. 

127 

yi. 10.5, ll. .5-29 

P. 93 11 ■ 

yi. 79 II 1 

p. 

127 111 

— p. 105 ll' 

P. 94 

- p. 79, /. 17 to yi. 80, /. 11 

p. 

12S 

^ yi. 100. ll. 1-0 

P. 94 ii' 

- p. 79 ip 

p. 

12S ,1* 

- yi. 100 11 ' 

P. 95 

yi. 80, 1. ll to p. 81, /. 0 

p. 

129 

- p. 107, ll. 1-30 

P. 95 II' 

— JI. 80 ip 

p. 

130 

— yi. 107, /. 30 to p. 108,/. 13 

P. 90 

p.H\. I. 1 to j). ,S2, /. 1 

p. 

130 II ' 

- JI. 107 II 1 

P. 90 11 ' 

p. 81 iP'-’ 

p. 

1.30 II-- 

- yi. 108 II 1 

P. 97 

p. 82, //. 1-1 1 

p. 

131 

^ yi. 108, /. 13 to yi. 109, /. 0 

P. 97 II' 1 

yi. 82 ip' 1 

p. 

131 i|i 

-- JI. 109 111 

P. 98 

yi. 82, /, 12 to yi. S3, /. 21 

p. 

1.32 

= p. 109, /. 7 to yi. no, /. 6 

P. 99 

p. 83, /. 24 to p. 84, /, 10 

p. 

132 111 

— yi. 109 ll-' 

P. 99 III 

- p. 83 Ip 

p. 

133 

=- JI. no, ll. 7-24 

P. 99 11= 

p. 84 n 1 

p. 

1.33 III 

=- yi. no ll' 

P. 100 

— JI. 84, /. 1 1 to p. S3, /. 4 

p. 

134 

-JI. no, /. 24toji. 111./. 31 

P. 100 111 

p. 84 iP 

p. 

134 111 

— JI. Ill ii' 

P. 101 

= p. 85, //. 4-6 

p. 

1.3.5 

= p. in, /. 32tojJ. 112 , /. 8 

P. 101 III 

^ p. 85 ni 

p. 

135 111 

= ji. Ill II* 

P. 102 

= p. 86. //. 1-24 

p. 

136 

^ JI. 112, /. 9 to ji. 113, /. 17 

P. 102 III 

= p. 86 III 

p. 

136 III 

= JI. 112 III 

P. 103 

= p. 87, ll. 1-27 

p. 

137 

= ji. 113, /. 17 to yi. 114, /. 5 

T. W4 

= p. 87, ll. 27-32 

p. 

138 

= JI. 115, ll. 1-19 

P. 104 111 

— p. 87 ip 

p. 

138 ni 

= p. 115 III 
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8th Hdttton I'rc^ent Reprint 

P. 139 » = p. 115, J, lU(op. 116, i. 25 

P.140 =- p. 116, /. 26 ;op. 117, 1. 15 

P.UOni =p. 117u‘ 

P. 141 = p. 117, 1. 15 to p. 118, 1. 9 

f. 141ni =p. 118n* 

P.142 , =p. 118, Z. 9 /op. 119, i. 1 

P. 142 jii » = p. 118 n“ 

P. 143 = p. 119, U. 1-28 

P. 144 = p. 120, ll. 1-22 

P. 144n''= = p. 120»ii’ = 

P.145 =p. 120, Z. 22 /op. 121, Z. 27 

P.146 =p. 121, Z. 27 /op. 122, Z. 19 

P. 147 = p. 122, Z. 19 to p. 123, 1. 12 

P. 148 = p. 123, Z. 13 to p. 124, Z. 4 

P. 149 = p. 124, U. 4r-23 

P. 149 n' =a p. 124 11^ 

P. 150 = p. 125, ll. 1-28 

P.151 = p. 125, Z. 28 /op. 126, Z. 21 

P. 151 »’•- == p. 12Gni' = 

P. 152 = p. 126, Z. 21 to p. 127, Z. 19 

P.153 =p. 127, Z. 19 /op. 128, Z. 11 

P. 153 Jii = p. 128 

P. 154 == p. 128, Z. 11 to p. 129, Z. 3 

P. 154 ji‘ = p. 128 n‘ 

P. 155 = p. 129, ll. 3-10 

P. 135n>'= = p. 129)t'-* 

P.156 =p. 129, Z. 11 /op. 130, Z. 22 

P. 160 n' = p. 130 

P. 167 = p. 130, Z. 23 to p. 131, Z. 20 

P. 158 = p. 131, ll. 20-36 

P. 158 n' •= p. 131 ni 

P. 159 = p. 132, Z, 1 to p. 133, 1. 2 

P. 159 ni = p. 132 

P. 159n® ^p. 133ni 

P. 160 ^ p. 133, ll. 3-38 

P. 161 = p. 134, ll. 1-26 

P. lOln* =p. 134ni 

P.162 -= p. 134, Z. 26/op. 135,Z. 11 

P. 162 = = p. 135 n‘. 2 

P. 163 = p. 135, Z. 12 to p. 130, Z. 15 

P. 163 n* = p. 136 

P.164 =-p. 136, Z. 16 Cop. 137,1.7 

P. 164)1' =p. 137n' 

P. 165 p. 137, Z. 8 to p. 138, Z. 4 

P. 105 )i* = p. 137 n' 

P. 166 .= p. 138, ZZ. 4-38 

P.167 = p. 138, Z. 38 /op. 139, Z. 27 

P. 167 ll' = p. 139 /i' 

P.108 =p. 139, Z. 28 /op. 140, Z. 18 

P. 168)i' =-p. 140ni 

P. 169 = p. 140, Z. 18 to p. 141, Z. 17 

P. 169 «' ^ p. 140 n* 

P.170 = p. 141, Z. 18/op. 142,Z. 3 

P. 170 »' = p. 141 m' 

P. 171 = p. 142, ZZ. 3-40 

P. 171)i' =p. 142n' 

P. 172 = p. 142, Z. 40 Zo p. 143, Z. 20 

P. 173 = p. 144, ZZ. 1-26 

P. 174 = p. 144, Z. 26 to p. 145, Z. 20 

P. 174 n'.* =p. 145 n'.* 


Orit/iaal 
hth LdiOon 

Preiuil Jtfj rllit 

P. 175 

= p. 145, /. 20 to p. 146, Z. 9 

P. 175 ll' ' 

- ji. lJ5ii'.' 

P. 175 ii-> 

= p. 146 )i' 

P. 176 

= p. 146, ZZ. 10-30 

P. 176 ll' 

— /). 140 ll' 

P. 177 

= p. 147, Z. 1 to p. 148, 1. 2 

P. 177 )i'-‘ 

= p. 147 ii>-' 

P. 177 

= p. 148 n' 

P. 178 

= p. 148, ZZ. 3-29 

P. 178 n' 

= /). 148 ll' 

P. 170 

=- p. 118, Z. 29, /a p. 149, Z. 9 

P. 179 »' 

= p. 149 ll' 

P. 180 

= p. 14!), /. 9 lo p. 1.70, Z. 1.5 

P. 180 ii‘-‘ 

= j>. l.iO ll'. ' 

P. 181 

= p. 150, Z. 15 lo 23. 151, 1. 8 

P. 181 »' 

— ji. 1.50 ?i' 

P. 18 1 ir 

= j). 151 ll' 

P. 182 

= p. 1.51, Z. 9 to p. 152, Z. 0 

P. 182 ll' 

=• /). 152 ?i' 

P. 183 

— JI. 152, Z. 0 to p. 153, /. 3 

P. 183 ll' 

= JI. 152 ll' 

P. I8t 

= JI. 153, ZZ. 3-8 

P. 181 ll' 

= JI. 153 ll' 

r. 185 

— j). 1.53. Z. 9 to p. 154. 1 16 

P. 186 

= ji. 1.54, Z. 16 to JI. 155, Z. 23 

P. 186 »' 

= JI. 1.5.5 ll' 

P. 187 

-- JI. 15.5, Z. 23 to JI. 156, Z. 9 

P. 187 «' 

= JI. 155 ?i' 

P. 187 ll' 

= ji. 1 56 )i' 

P. 183 

= Ji. 156, Z. 9 Zo p. 157, Z. lU 

P. 188 »' 

= J). 150 ll' 

P. 189 

— JI. 157, Z. 10 lo JI, 158. Z. 3 

P. 189 ll' ' 

= JI. 157 n'.' 

P. 189 ii> 

= p. 158 ll' 

P. 190 

p. 1.58, ll. 3-22 

P. 190 ll'. ' 

= JI. 158 ll'. ' 

P. 191 

i-ji. 1.58, Z. 22 /oji. 1.59, Z. 19 

P. 191 )i'.' 

= JI. 159 ll'. ' 

P. 192 

- JI. 159, Z. 19 Zo JI. KiO, Z. 2 

P. 192 ll' 

— JI. 100 n' 

P. 193 

= JI. 161, ZZ. 1-18 

P. 193 n' 

— JI. 161 ?i' 

P. 194 

JI. Kil, /. 19 /o Ji. 162, Z. 13 

1*. 194 )i' 

- ji. 102 ll' 

P. 195 

^ JI. 162, Z. 13/(1 JI. 163,/ 10 

P. 195 ll' 

ji. 162 )i' 

P. 195 ll' 

- JI. 1 63 )i' 

P. 196 

JI. 103, Z. 10 /.I JI. Kil, 1. 7 

P. 196 ll' 

JI. 163 ll' 

P. 197 

- JI. 164. ZZ. 7-30 

P. 197 n'. ■' 

-= JI. 1 64 n'. ' 

P. 198 

= p. 10.5, ZZ. 1-19 

P. 198 n' 

— JI. 10.5 7t' 

P. 199 

= Ji. 16.5, Z. 20 to ]3. 106, /. 12 

P. 109 n' 

— JI. 105 ll' 

P. 200 

= p. 106, Z. 1-2 lop. 107, 1.6 

P. 200 )i' 

= p. 166 ll' 

P. 200 ll" 

= p. 167 n' 

P. 201 

= p. 167, 1. 7 top. 108, /.'9 

P. 201 »' 

= p. 107 n' 
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Original 


SIh edition 

Pnwil litftnnt 

P. 202 

= p. 168, n. 9-34 

r. 202 n' 

- p. 168 n' 

P. 203 

=■ p. 169, ll. 1-28 

P. 204 

- p. 170, ll. 1-25 

P. 205 

p. 170, 1. 25 to p. 171, 1. 20 

P. 205 n' 

= p. 170 

P. 206 

^p. 171,1. 20 lop. 172, 1. 15 

P. 207 

-- p. 172, 1. 15 lo p. 173, 1. 5 

P. 207 n’ “ 

- p. 172 

P. 208 

- p. 173, ll. 0-28 

P. 208 n' 

= p. 173 

P. 209 

= p. 173, 1. 28 lop. 174, 1. 23 

P. 209 

= p. 174 

P. 210 

= p. 174, 1. 24 lo p. 175, 1. 9 

P. 210 Ji" 

= p. 175 »i^ 

P. 211 

= p. 175, 1. 9 to p, 176, 1. 13 

P. 211 

= p. 175 }i'- 

P. 212 

= p. 176, 1. 13 lo p. 177, 1. 6 

P. 213 

= p. 177, ll. 0-31 

P. 213 n’ 

= p. 177 

P. 214 

= p. 177, 1. 32 lop. 178,1.32 

P. 215 

= p. 178, /. 33 lo p. 179, 1. 13 

P. 21on<.= 

— p. 179 )i‘’ * 

P. 216 

= p. 179, /. 14 lop. 180, 1. 17 

P. 217 

= p. 180, 1. n lo p. 181,1. 9 

P. 218 

= p. 181, ll. 9-17 

P. 218 n> 

= p. 181 III 

P. 220 

= p. 18311. 1-18 

P. 220 «’• « 

= p. 183 III.® 

P. 221 

= p. 18.3, 1. 19 lop. 184, 1.20 

P. 222 

= p. 184, 1. 20 lo p. 185, 1. 9 

P. 222 

= p. 185 III 

P. 223 

= p. 185, 1. 9 to p. 186, 1. 2 

P. 223 ii’ 

= p. ISO ii‘ 

P. 224 

= p. 180, 11. 3-20 

P. 224 n’ 

— p. 1 80 iP 

P. 225 

=■- p. ISO, 1. 20, lop. 187, 1. 34 

P. 225 n' 

= p. 187 n* 

P. 226 

- p. 187, 1. 35 lop. 188,1. 29 

P. 227 

= -p. 188, 1. 30 lo p. 189,1. 20 

P. 227 n» 

= p. 189 ni 

P. 228 

— p. 189, 1. 21 lo p. 190, 1. 15 

P. 229 

= p. 190, 1. 15 lop. 191,1. 8 

P. 229 n' 

^ p. 190 111 

P. 230 

- p. 191, 11. 8-37 

P. 230«''-‘ 

= p. 191 n'.“ 

P. 231 

p. 191, 1. 3710 p. 192,1. 34 

P. 232 

- p. 192, 1. 34 lop. 193,1. 24 

P. 232 u' 

=- p. 193 III 

P. 233 

== p. 193, 1. 24 lo p. 194, 1. 21 

P. 233 n' 

=- p. 193 i|i 

P. 234 

= p. 194, 1. 21 lop. 195,1. 15 

P. 235 

= p. 195, 1. 16 lo p. 196, 1. 5 

P. 235 n* 

= p. 190 ni 

P. 236 

= p. 196, ll. 0-35 

P. 237 

= p. 197, 11. 1-39 

P. 238 

= p. 197, 1. 39 lo p. 198, 1. 28 

S^39 

= p. 198, 1. 28 lo p. 199, 1. 14 

^40 

= p. 200, 11. 1-26 

P. 241 

= p. 200, 1. 26 lo p. 201, 1. 12 



# 


Present Peprint 

P. 241 III 

= p. 201 ni • 

P. 242 

= p. 201, 1. 22 lo p. 202, 1. 16 

P. 242 ni 

= p. 201 11= 

P. 243 

= p. 202, 1. 16 lo p. 203, 1. 9 

P. 244 

= p. 203, 1. 9 lo p. 204, 1. 2 

P. 245 

p. 204, ll. 2-36 • 

P. 246 

== p. 204, 1. 36 to f. 205, 1. 28 

P. 246 ll' 

^ p. 205 «i 

P. 247 

= p. 205, 1. 28 lo p. 206, 1. 19 

P. 247 ll' 

= p. 206 ni 

P. 248 

= p. 206, 1. 19 lo p. 207, 1. 14 

P. 248 ll' 

— p. 206 n= 

P. 249 

= p. 207, ll. 15-32 

P. 249 ll' 

= p. 207 III 

P. 250 

= p. 208, 11. 1-26 

P. 251 

= p. 208, 1. 26 lo p. 209, 1. 3 

P. 251 ll' 

= p. 208 111 

P. 252 

= p. 209, 1. 3 lop. 210, 1. 8 

P. 252 ll' 

= p. 210 «i 

P. 2.53 

= p. 210, 1. 9 lo p. 211, 1. 2 

P. 253 III 

= p. 211 III 

P. 2.54 

= p. 211, 11. 3-31 

P. 255 

= p. 211, 1. 3110 p. 212, 1. 20 

P. 2.55 ll' 

= p. 212 III 

P. 256 

= p. 212, 1. 20 lop. 213, 1. 23 

P. 2.56 II ' 

= p. 21211= 

P. 2.57 

= p. 213, 1. 23 lop. 214,1. 15 

P. 2.57 n' 

= p. 213 III 

P. 258 

= p. 214, 1. 15 lop. 213, 1.7 

P. 258 III 

= p. 214 ni 

P. 2.59 

= p. 215, 11. 7-37 

P. 259 III 

= p. 215 III 

P. 200 

= p. 215, 1. 38 lo p. 210, 1. 18 

P. 200 ll'. = 

= p. 216iii.= 

1’. 201 

= p. 216, 1. 19 lop. 217,1. 26 

P. 262 

= p. 217, 1. 2610 p. 218, 1. 13 

P. 262 ii' 

= p. 218 i|i 

P. 263 

= p. 218, 1. 14 lop. 219,1. 7 

P. 263 n' 

= p. 218 ll' 

P. 263 11= 

= p. 219 III 

P. 204 

= p. 219, 1. 8 lo p. 220, 1. 2 

P. 265 

= p. 220, 11. 3-38 

P. 260 

= p. 220, 1. 38 to p. 221, 1. 12 

P. 267 

= p. 222, 11. 1-23 

P. 207 ll' 

= p. 222 II 1 

P. 268 

= p. 222, 1. 23 lo p. 223, 1. 17 

P. 268 II ' 

= p. 222 ll' 

P. 268 n- 

= p. 223 t|i 

P. 269 

= p. 223, 1. 17 lo p. 224, 1. IS 

P. 269 II ' 

= p. 223 ll' 

P. 269 n’ 

= p. 224 III 

P. 270 

= p. 224, 1. 16 lo p. 223, 1. 9 

P. 271 

= p. 225, 1. 9 lo p. 226, I. 1 

P. 272 

= p. 226. 11. 2-36 

P. 273 

= p. 226, 1. 37 lop. 227, 1. 25 

P. 273 11 1 

^ p. 226 III 

P. 273 u- 

= p. 227 ni 

P. 274 

= p. 227, 1. 26 lop. 228, 1. 25 

P. 275 

= p. 228, 1. 25 lo p. 229, 1. 19 

P. 278 

= p. 220, 1. 19 to p. 230, 1. 12 
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Ort/jinnl 

Pri’Acnl IttpriiU 

yV/’w;?/ licprinf 

ilh UUnon 

p. 

277 . 

= 230, «. 12-31 1 

P. 317 

= p. 204, /. 19/0 p. 205, /. 12 

p. 

277 Ji' 

= p. 230 

P. 318 

= ;i. 265, /. 13/0 71 . 200, /. 4 

Pi 278 

= p. 232, //. 1-22 

P. 319 

= 7 ). 260, 11. 5-33 

F. 

278 n'. ” 

= p. 232 n'. 2 

P. 319 111 

— 71 . 266 111 

P. 

279 

= p. 232, /. 22 to p. 233, /. IS 

P. 320 

=- p. 200, /. .33 lo p. 207, /. 27 

P. 

279 n\ 

= p. 232 

P. 320 111 

- p. 200 III 

P. 

279 

-= p. 233 “ 

P. 321 

= 71 . 207, /. 27 tv p. 201 , /. 22 

P. 

280 

= p. 233, /. 18/0 p. 234,/. 18 

P. 321 111 

= 71 . 207 111 

P. 

281 

--=p. 231, /. 18/0 p. 235,/. 10 

P. 322 

= 71 . 268, //. 22 - 2 S 

P. 

281 ii» 

= p. 234 

P. 323 

= 71 . 269, //. 1-27 

P. 

282 

= p. 23.5, /. 10 to p. 236, /. 2 

P. 324 

= 71 . 2(i9, /. 28 to p. 270, /. 28 

P. 

282 

= p. 235 

P. 324 III 

— 71 . 270 11 ' 

P. 

282 

= p. 230 

P. 325 

= 71 . 270, /. 28/0 p. 271,/. 20 

P. 

283 

= p. 230, //. 3-28 

P. 325 111 

= p. 270 111 

P. 

283 n» 

= j). 230 n‘ 

P. 325 111 

= - 71 . 271 111 

P. 

284 

= p. 230. /. 29 lo p. 237, /. 27 

P. 320 

71 . 271, /. 20 to p. 272, /. 15 

P. 

285 

^ p. 237, /. 28 lo p. 23S. /. 21 

P. 326 111 

-- p. 271 i|i 

P. 

286 

= p. 238, 1.21 to p. 239, /. 14 

P. 327 

=- p 272, /. 15/0 p. 27.3, /. 7 

P. 

286 n* 

- p. 238 111 

P. 328 

r- p 273, //. 7-29 

P. 

287 

= p. 239, /. 14 lo p. 240, /. 6 

P. 328 iii.= 

— p. 273 ii'. 1 

P. 

288 

= p. 240, //. 7-41 

P. 329 

= 71 . 273, /. 30 /o p. 271,/. 3,3 

P. 

289 

=- p. 240, /. 41 to p. 241, /. 34 

P. 330 

71 . 274, /. 34 /ii p. 275, /. 1 1 

P. 

290 

= p. 241, /. 34 lo p. 242, /. 23 

1’. 331 

270, //. 1-24 

P. 

290 )i* 

-= p. 241 111 

P. 331 til 

~ 71 . 270 n' 

P. 

290 11^ 

=-- p. 242 11 > 

P. 332 

— 71 . 270, /, 24 lo p. 277. /. 22 

P. 

291 

= p. 243, II. 1-29 

P. 333 

~ p. 277, /. 23 /o p 278, /. |(i 

P. 

292 

= p. 243, /. 29 lo p. 244. /. 27 

P. 334 

~ 7 ). 278 , /. 10 lo p. 279, /. 9 

P. 

293 

= p. 244. /. 27 lop. 24.5, /. 21 

P. 334 111 

— 71 . 278 111 

P. 

294 

= p. 24.5, /. 22 top. 240, /. 14 

P. 335 

= p. 279, //. 9-28 

P. 

294 n» 

=. p. 240 ni 

P. 33.5 111 

— 71 . 279 111 

P. 

295 

= p. 240, /, 14 lop. 247, /. 7 

P. 338 

= p. 280, //. 1-34 

P. 

295 u‘ 

— p. 240 n* 

P. 337 

^ p. 281, //. 1-25 

P. 

290 

= p. 247, II. 7-42 

P. 338 

- 71 . 281, /. 25/0 7 ). 2S2, / 20 

P. 

297 

= p. 247, /. 42 lo p. 248. /. 3.5 
= p. 248, /. 3.5 lo p. 249, /. 27 

P. .338 11 1 

= 71 . 2 S 2 iii 

P. 

298 

P. 339 

= 71 . 2.S2, /. 20 /o 71 . 283,/. 12 

P. 

299 

- p. 249, /. 27 / 07 J. 250, /. 19 

1'. 3.39 «i 

== 71 . 282 n- 

P. 

299 n' 

-- ji. 249 ii‘ 

P. 340 

= 71 . 283, /. 13 to p 284, /. 4 

P. 

300 

=r- p. 2.50, /. 19/o;j. 251,/. 13 

P. .340 II 1 

— p. 2S3 111 

P. 

300 ni 

- p. 2.50 II 1 

P. .341 

= 71 . 2S4, //. ,5-37 

P. 

301 

--- p. 251, /. 13 / 075 . 2.52. /. 7 

P. 341 111 

71 . 284 111 

P. 

301 ii' 

= p. 2.51 111 

P. .342 

= 71 . 2,84, /, 37 lo p. 2s5, / 29 

P. 

302 

— p. 252, 11. 7-35 

]’. 342 II 1 

= 71 . 285 II 1 

P. 

302 

-- 71 . 252/11 

P. .343 

= 71 . 285, /. 29 /o 71 . 280, / 22 

P. 

303 

— p. 252, /. 35 lo p. 253, /. 34 

P. .343 II 1 

— 71 . 28.5 Ip 

P. 

304 

- p. 2.5.3, /, 34 /o 71 . 2.54, /. 27 

P. .34.3 III 

- 71 . 280 i|i 

P. 

305 

- 75 . 254, /. 28 /o 75 . 255, /. 21 

1’. 344 

- 71 . 280, /. 22 /o 71 287, /. 1 1 

P. 

306 

- 75 . 255, /. 21 /o 75 . 2.50, /. 14 

P. 344 111 

- 71 . 2.80 II 1 

P. 

307 

=- 75 . 250, /. 1 4 /o 75 . 257, /. 6 

P. 344 11= 

— 71 . 2.87 111 

P. 

307 ni 

— 75 . 250 111 

P. 345 

-- 71 . 2S7, /, 11 /o 73 . 288, /. 8 

P. 

308 

--= p. 257, //. 0^1 

P. 310 

71 . 2,8,8, //. 8 -29 

P. 

309 

= 75 . 257, /. 41 top. 258, /. 23 

P. 346 ni 

= 73 . 288 111 

P. 

309 

= 75 . 258 n‘ 

P. 347 

= p. 289, //. 1-34 

P. 

310 

= 75 . 258, /. 23 / 075 . 259, 1. 27 

P. 347 ni 

= 73 . 289 111 

P. 

311 

= 75 . 259, /. 27 /o 7 ?. 260, 1. 14 

P. 348 

= 73 . 289, /. .34 to p. 290, /. 27 

P. 

311 rei 

= 73 . 260 III 

P. 348 111 

= 73 . 289 111 

P. 

312 

= 71 . 260, /. 14 /o 71 . 201, /. 12 

P. 349 

= 73 . 290, /. 27 / 073 . 291,/. 19 

P. 

313 

- 71 . 261, //. 12-33 

P. 350 

=- 73 . 291, //. 19-42 

P. 

314 

= 71 . 262, II. 1-20 

P. 351 

= 73 . 292, //. 1-21 

P. 

315 

-- p. 202, /. 27 lo p. 263, /. 26 

P. 351 III 

-- 73 . 292 111 

P. 

316 

= p. 263, /. 20 to p. 264, /. 19 

P. 352 

^ 73 . 292, /. 22 top. 293,/. 27 
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Original 

8th J^iiition Present Reprint 

P. 353 = p. 203, 1. 27 to p. 294, 1. 21 

P. 353 ni p. 293 
P. 354 = p. 294, /. 21 (0 p. 293, 1. 6 

P. 354 «' ^ p. 294 

P. 354 n- — p. 293 n* 

P. 353 p. 295, /. 7 to p. 29C, /. 8 

P. 35(5 = p. 290, /. 8 (0 p. 297. 1. 1 

P. 350 re' — p. 290 re* 

P. 357 -= p. 297, ll. 1-30 

P. 357 re* ' = p. 297 

P. 358 - p. 297, 1. 30 to p. 298, L 28 

P. 359 =- p. 29S, 1. 28 to p. 299, 1. 19 

P. 359 re* = p. 298 re* 

P. 360 = p. 299, 1. 19 lo p. 300, 1. 13 

P. 300 re* -- p. 299 re* 

P. 301 = p. 300, t. 13 to p. 301, 1. 0 

P. 302 = p. 301, U. 7-32 

P. 302 re* - p. 301 re* 

P. 303 ^ p. 302. ll. 1-24 

P. 364 - p. 302, 1. 24 to p. 303. 1. 22 

P.304 re* - 73 . 303 re* 

P. 305 =- p. 303, 1. 22 to p. 304, 1. 14 

P. 305 re* = p. 303 re* 

P. 360 - p. 304, 1. 14 to p. 305, 1. 7 

P. 300 re -= p. 304n*.“ 

P.367 -- 7 J. 305, «. 7-42 

P. 368 -- p. 305, 1. 42 to p. 300, 1. 32 

P. 308 re* = p. 300 re' 

P. 309 = p. 300, 1. 32 to p. 307, 1. 25 

P.309 re* = 7 ). 307 re* 

P. 370 ^ p. 307, 1. 25 lo p. 308, 1. 17 

P. 370 re* - p. 30 s re* 

P. 371 p. 308, ll. 17-40 

P. 371 re* - p. 308 ll- 
P. 372 /). 309, 1. 1 to p. 310, 1. 1 

P. 372 re*.* - p. 309 »*■* 

P. 373 - p. 310, ll. 1-30 

P. 374 = p. 310, 1. 30 to p. 311, 1. 30 

P. .375 _ 7 J. 311, 1. 30 / 07 J. 312, M5 

P. 375 )i* -= p. 312 re* 

P. 370 ^ p. 312, 1. 10 lo p. 313, 1. 10 

P. 370 re* = 7 ). 312n= 

P. 377 =- p. 313, 1. 10 to p. 314, 1. 5 

P.378 _ 7 J. 314, 11. 5-39 

P.379 _ /). 314, 1. 39 / 07 ). 315, 1. 8 

P. 379 re* — p. 315 re* 

P. 380 - p. 315, 11. 9-15 

P. 381 -- p. 316, 11. 1-23 

P. 381 re* -- 7 J. SlOre* 

P. 382 -- p. 310, 1. 24 lop. 317.1.22 

P. 383 -= 7 re 317, 1. 22 lo 7 ). 318, 1. 5 

P. 383 re* -= p. 317 re* 

P. 383 71- = 77 . 31871 * 

P. 384 = 77.319, 11.1-7 

P. 385 = 77 . 319, ll. 7-35 

P. 385 re*.* = 77 . 319 re*.= 

P. 380 = p. 319, 1. 30 to 77 . 320, 1. 28 

P. 386 re*. = = 77 . 320 re*. * 

^387 = p. 320, 1. 28 to p. 321, 1. 25 

P. 387 re* = 77 . 320 re» 


Original 
hth LUition 
P. 387 re*. » 

P. 388 
P. 388 71 * 

P. 388 «■*. » 

P. 389 
P. 390 
P. 390 re*. ‘ 

P. 390 re“ 

P. 391 
P. 391 re*.= 

P. 392 
P. 392 re* 

P. 393 
P. 393 re* 

P. 394 
P. 394 re* 

P. 395 
P. 395 re*. ** 

P. 390 
P. 397 
P. 398 
P. 399 
P. 399 re* 

P. 400 
P. 400 re* 

P. 400 re-’. *> 

P. 401 
P. 402 
P. 403 

P. 403 re* = 
P. 404 

P. 404 re* = 
P. 404 re* = 
P. 405 

P. 405 11* . * = 
P. 400 
P. 406 71 * - 

P. 407 

P. 407 «* = 

P. 407 71= = 

P. 408 
P. 409 

P. 409 11 * = 

P. 410 
P. ill 
P. 412 

P. 412 re* = 
P. 413 

P. 413 71 * = 

P. 414 
P. 415 
P. 410 
P. 417 

P. 417 re* = 
P. 418 
P. 419 
P. 420 
P. 421 

P. 421 re* = 
P. 422 


Present Reprint 

p. 321 7k*. = 

77 . 321, 1. 25 to 77 . 322, 1. 8 
77 . 321 71* 
p. 322 re*. * 

77 . 322, l.Otop. 323, mi- 
77 . 323, 1. 11 lo 77 . 324, 1. 3 
77 . 323 71*. * *• 

77 . .324 71* 

77 . 324, ll. 4-16 
77 . 324 71*. * 

77 . 325, ll. 1-29 
77 . 325 71* 

77 . 325, 1. 29 lo 77 . 320, 1. 7 
p. 320 71* 

77 . 327, ll. 1-23 
77 . 327 71* 

77 . 327, 1. 23 lo 77 . 328, 1. 16 
77 . 328 re*. = 

77 . 328. 1. 17 lo 77 . 329, 1. 15 
77 . 329, 1. 15 to p. 330, 1. 7 
77 . 330, ll. 7-42 
77 . 330, 1. 42 top. 331, 1. 28 
77 . 331 71* 

77 . 331. 1. 29 to 77 . 332, 1. 22 
77 . 331 «= 

77 . 332 re*. = 

p. 332, 1. 23 to p. 333, 1. 17 
77 . 333, ll. 17-37 
77 . 334, U. 1-27 
77 . 334 re* 

77 . 334, 1. 27 to 77 . 335, 1. 27 
77 . 334 »= 
p. 335 re* 

77 . 335, 1. 27 to 77 . 330, 1. 14 
77 . 330 re*. = 

77 . 330, 1. 14 top. 337,1.13 
77 . 337 71* 

77 . 337, 1. 14 to 77 . 338, 1. 0 
77 . 337 n- 
77 . 338 71* 

77 . 338, ll. 7-41 
p. 339, ll. 1-10 
77 . 339 re* 

77 . 339. 1. 17 lo p. 340, 1. 26 
77 . 340, 1. 20 to 77 . 341, 1. 18 
77 . 341, /. 18 to 77 . 342, 1. 5 
77 . 342 re* 

77 . 343, ll. 1-27 
J 7 . 343 re* 

77 . 343, 1. 27 to 77 . 344, /. 27 

77 . 344, 1. 28 lo 77 . 345, /. 20 

77 . 34 . 7 , 1. 20 lo 77 . 346, 1. 12 

77 . 340, ll. 13-32 

71 . 340 re* 

p. 347, ll. 1-36 

77 . 347, /. 30 lo 77 . 348, 1. 32 

p. 348, /. 32 to p. 349, 1. 24 

77 . 349, 1. 24 to p. 350, 1. 16 

p. 350 re* 

77 . 350, 1. 16 to 77 . 351, 1. 9 
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t 

SfA Edition 

Pmcnt Iteprini 

P. 422 77* 

= p. 360 n® 

P. 423 * 

-p. 351,1. 9 lop. 352, 1.2 

P. 424 

= p. 352, ll. 3-11 

P. 424 77* 

= p. 352 77* 

P. 425 

^ p. 353, 11. 1-27 

P. 426 

= p. 353, 1. 27 to p. 354, 1. 20 

P. 426 77* 

*»= p. 3.54 77* 

P. 427 

= p. 354, 1. 21 to p. 355, 1. 17 

P. 428 

= p. 355, 1. 17 to p. 356, 1. 10 

P. 428 77* 

= p. 355 77* 

P. 429 

= p. 356, 1. 10 lo p. 357, 1. 2 

P. 429 77* 

= p. 356 77* 

P. 430 

= p. 357. 11. 2-36 

P. 431 

= p. 357, 1. 36 to p. 358, 1. 28 

P. 432 

= p. 3.58, 1. 28 to p. 359, 1. 12 

P. 432 77* 

= p. 338 77* 

P. 433 

= p. 359, 1. 13 lop. 300. 1. 12 

P. 433 77* 

= p. 3.59 77* 

P. 434 

= p. 360, 1. 12 to p. 361, 1. 3 

P. 434 77* 

= p. 360 77* 

P. 435 

= p. 361, 11. 3-30 

P. 435 77* 

== p. 361 77* 

P. 436 

= p. 362, 11. 1-20 

P. 436 77* 

= p. 362 77* 

P. 437 

= p. 363, 11. 1-23 

P. 438 

r= p. 363, 1. 23 to p. 364, 1. 16 

P. 439 

= p. 364, 11. 16-20 

P. 439 n* 

= p. 304 77* 

P. 440 

= p. 305, 11. 1-26 

P. 440 77* 

= p. 305 77* 

P. 441 

= p. 365, 1. 27 to p. 366, 1. 24 

P. 441 77* 

= p. 365 77* 

P. 442 

= p. 366, 1. 24 to p. 367, 1, 19 

P. 442 77* 

= p. 366 77* 

P. 443 

= p. 307, 1. 19 lop. 368, 1. 4 

P. 443 77* 

= p. 367 77* 

P. 443 71® 

= p. 368 77* 

P. 444 

= p. 368, 1. 5 to p. 369, 1, 1 

P. 445 

= p. 369, 11. 1-36 

P. 446 

= p. 309, 1. 37 to p. 370, 1. 15 

P. 446 77* 

= p. 369 71* 

P. 446 77® 

= p. 370 77* 

P. 447 

= p. 370, 1. 16 lop. 371,1. 21 

P. 447 77* 

= p. 370 77® 

P. 448 

^p. 371,1. 21 to J7. 372, 1. 13 

P. 448 77* 

-- p. 371 

P. 449 

= p. 372, 1. U to p. 373, 1. 6 

P. 4,50 

- p. 373, ll. (7-40 

P. 451 

- ;7. 373, 1. 40 to^7. 374, 1. 33 

P. 452 

= p. 374, 1. 33 lo p. 37.5, 1. 25 

P. 453 

= p. 375, 1. 20 to p. 376, 1. 18 

P. 453 77* 

= p. 375 71* 

P. 454 

=-- p. 370, 11. 18-40 

P. 4.54 17* 

= p. 376 71* 

P. 455 

=-■ p. 377. 11. 1-28 

P. 456 

= p. 377, 1. 28 to 37. 378, 1. 26 

P. 456 77* 

= p. .377 77* 

P. 457 

= p. 378, 1. 20 to p. 379, 1. 17 

P. 457 77* 

= p. 378 71* 

P. 457 77® 

= p. 379 n* 


Original 

SIh Edition rresent Ueprinl 

P. 458 = p. 379, ?. 17 to p. 3S0, 1. 3 

P. 458 n'. » = p. 379 n=. “ 

P. 459 == p. 380, 1. 3 to p. 381, 1. 1 

P. 459 = p. 380 )i‘ 

P. 460 = p. 381, VI. 1-35 

P. 460n' =p. 381Ji> 

P. 461 = p. 381, 1. 35 to p. 382, IS 

P. 462 « p. 383, ll. 1-26 

P. 463 p. 383, 1. 26, to p. 384, 1. 21 

P. 463 n' = p. 383 m* 

P. 464 = p. 384, 1. 21 to p. 385, 1. 1 

P. 464 n‘ = p. 384 n> 

P. 465 = p. 385, 1. 1 to p. 386, 1. 12 

P. 466 = p. 386, ll. 12-19 

P. 466 n> = p. 380 n‘ 

P. 467 == p. 3S7, II. 1-21 

P. 467n> --7). 3S7?i* 

P. 468 p. 387, 1. 21 to p. 388, 1. 19 

P. 468 n*. ' = p. 3S.S 7i>. “ 

P. 469 p. 3SS, 1. 10 to p. 389, 1. 13 

P. 469 n' -= p. 388 n» 

P. 469 71®. ■* ^ p. 389 77®. « 

P. 470 = p. 389, 1. 14 to p. 390, 1. 16 

P. 470 71* = p. 390 71* 

P.471 390, 7. 17 top. .391, 1. 7 

P. 471 77* = p. 391 77* 

P. 472 = p. 391, /. 7 to p. 392, 1. 3 

P. 472 77* = p. 391 77> 

P. 473 = p. 392, ll. 3-22 

P. 473 77* = p. 392 77* 

P. 474 = p. 39.3, ll. 1-21 

P. 474 77* = p. 393 77* 

P.475 =p. 393.1. 22 top. 391, 1.14 

P. 473 77* = p. 394 77* 

P. 477 = p. 395, 11. 1-27 

P. 478 = p. 39.-7, 1. 27 to p. 396, 1. 25 

P. 479 = p. 396, 1. 25 lo p. 397, 1. 4 

P. 479 77* = p. 397 71* 

P. 480 = p. 397, 1. 5 to p. 398, 1. 2 

P. 481 = p. 398. 11. 2-33 

P. 481 77* = p. 398 77* 

P. 482 = p. 399, 11. 1-29 

P.483 =p. 399, 11. 29-31 

P. 4S3 77* = p. 399 77* 

P. 484 = p. 400, 1. 1 to p. 401, 1. 19 

P. 485 = p. 401 , 1. 19 to p. 402, 1. 6 

P. 485 77* =p. 40171* 

P. 485 77® = p. 402 77* 

P. 480 = p. 402, 1. 7 lo p. 403, 1. 5 

P. 487 = p. 403, 11. 5-32 

P. 487 77* = p. 403 71 * 

P. 488 = p. 404, 11. 1-13 

P. 489 = p. 404, 1. 14 to p. 405, 1. 22 

P. 489 77*"® = p. 405 77*"® 

P. 490 = p. 405, 11. 22-29 

P. 490 77* = p. 405 77* 

P. 491 = p. 406, 1. 1 to p. 407, 1. IS 

P.492 = j7. 407. 1. 18 top. 408, 1. 12 

P. 493 = p. 408, 1. 12 to p. 409, 1.-^ 

P. 494 = p. 409, 11, 4-30 
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Original 

SIh EAiuon 

Prf^enl Rcprxni 

P. 494 71= 

= p. 409 71 = 

P. 495 

= p. 409, /. 31 top. 410, 1. 21 

P. 495 71= 

= p. 410 77= 

P. 496 

= yi. 411, n. 1-26 

P. 497 

= p. 411, L 26/0 p. 412, 1. 25 

P. 498 

= p. 412, /. 2.5 to p. 413, 1. 17 

P. 499 

= p. 413. 1. Its to a. 414,1. 10 

P. 500 

= p. 414, /. 10 to p. 415, 1. 2 

P. 501 

= p. 415, ll. 2-35 

P. 502 

= p. 41.5, 1. 35 top. 418,7. 27 

P. 503 

= p. 41 6, 1. 28 to p. 417, 1. 15 

P. 504 

= p. 418, ll. 1-25 

P. 505 

= p. 418, /. 28 lo p. 419, 1.20 

P. 505 71= 

= p. 419 71* 

P. 506 

= p. 419, 1. 21 lo p. 420, 1. 10 

P. 506 71= 

= p. 420 77 = 

P. 507 

= p. 420. 1. 11 lo p. 421, 1. 11 

P. 507 71= 

-= p. 420 77= 

P. ,508 

-= p. 421, 1. 12 top. 422,1. 4 

P. 508 ii=-= 

= p. 421 i7*-‘ 

P. 509 

p. 422, ll. 4-18 

P. 509 77=.= 

— p. 422 ll*. = 

P. 510 

^ p. 422, 1. 18 to p. 423, 1. 27 

P. 510 77 = 

— p. 422 17= 

P. 510 17= 

-- p. 423 11= 

P. 511 

p. 423, 1. 27 lo p. 424, 1. 20 

P. 51171= 

-= p. 424 17 = 

P. 512 

= p. 42 1. 1. 20 lo p. 425, 1. 12 

P. 513 

= p. 425, 1. 12 to p. 420, 1. 5 
= p. 420, II. 5-39 

P. .514 

P. 515 

= p. 426, 1. 30 lo p. 427, 1. 26 

P. 516 77= 

= p. 427 17* 

P. 516 

== p. 427, 1. 26 lo p. 429, 1. 5 

P. 516 77= 

=■- p. 428 11 = 

P. 517 

- p. 429. II. 5-9 

P. 518 

= p. 429, 1. 9 to p. 430, 1. 10 

P. 518 77‘.* 

p 429 ii=.= 

P. 519 

= p. 430, 1. 10 top. 431, 1. 2 

P. 519 77 = 

= p. 431 17= 

P. 520 

= p. 131,11. 3-34 

P. 520 17= 

= p. 431 11= 

P. .521 

= p. 431, 1. 34 lop. 432, 1. 32 

P. 521 77 = 

= p. 432 17= 

P. 522 

= p. 132, 1. 32 lo p. 433, 1. 13 

P. 522 17= 

- p ri'lii* 

P. 523 

p. 433. 1. 14 lop. 431,1. 17 

P. 523 77= 

p. 433 17= 

P. .524 

- p. 434, 1. 17 lo p. 43.5. 1. 5 

P. 525 

p. 436, 11. 1-30 

P. 520 

_ p. 436, 1. 30 to p. 437, 1. 29 

P. 527 

_ p. 437, 1. 29 to p. 438, 1. 10 

P. 527 77= 

— p. 437 17= 

P. 527 77= 

p. 438 77= 

P. 528 

^ p. 438, 1. 11 lo p. 439, 1. 13 

P. 529 

= p. 439, 1. 13 lo p. 440, 1. 5 

P. 529 77= 

- p. 439 17= 

P. 630 

p. 440, II. .5-41 

P, 531 

= p. 440, 11 41 lo p. 441, 1. 33 

P 531 77= 

-- p. 441 17= 

P. 532 

= p. 441,1. 34 lop, 442, 1. 25 


Orminal 
hth Ldi/inn 

P. 532 
P. 533 
P. 633 ‘ 

P. 534 
P. 534 
P. 535 
P. 536 
P. 537 
P. 538 
P. 538 n‘ = 
P. 530 
P. 540 
P. 541 
P. 541 n> 

P. 541 11= 

P. 542 
P. 542 n* 

P. 543 
P. 544 
P. 545 
P. 545 II ‘ 
P. 546 
P. 547 
P. 547 II ' 
P. 548 
P. 549 
P. 549 n> 
P. 550 
P. 550 n’ 
P. 551 
P. 551 n' 
P. 552 
P. 552 
P. 553 
P. 553 n’- 
P. 55 4 
P. 555 
P. 555 H* 
P. 056 
P. 556 7i'’ ‘ 
P. 557 
P. 557 ii> 
P. 55S 
P. 559 
P. 560 
P. 560 
P. 501 
P. 561 
P. 562 
P. 563 
P. 564 
P. 504 iP 
P. 565 
P. 560 
P. 567 
P. 567 Jp 
P. 568 
P. 569 
P. 569 n* 
P. 570 


Prcte^nl Reprinf 
ss= D. 442 

= p. 442, /. 26 lo p.*443, 1. 20 
= p. 443 n^' ‘ 

= p. 443, 1. 20 lo p. 444, t. 13 
= p. 444 

= p. 444, 1. 13/0 a. 445, 1. 7 
= p. 445, ll. 8-4ir 

— p. 445, 1. 42 to p. 446, 1, 35 
= p. 446, 1. 35 to p. 447, 1. 23 
= p. 447 n'- * 

= p. 417, 1. 24 to p. 448, 1. 21 
= p. 448, 1. 21 top. 449, 1. 14 
= p. 449, /. 14 to p. 450, 1. 4 
^ p. 449 n'- 
-- p, 450 11^ 

— p. 450, II. 5-36 
= p. 450 n‘ 

= p. 450, 1. 36 to p. 451, 1. 35 
-- p. 451, 1. 35 to p. 452, 1. 28 
= p. 452, 1. 26 to p. 453, 1. 5 
p. 453 

= p. 454, lI. 1-32 
= p. 454, 1. 32 to p. 455, 1. 25 
= p. 455 H* 

— p. 455, 1. 26 to p. 456, 1. 26 
= p. 456, 1. 27 to p. 457, 1. 19 
= p. 457 it‘ 

= p. 457, I. 20 to p. 458, 1. 3 
= p. 458 

= p, 458, 1. 4 to p. 459, 2. 7 
= p. 458 n‘ 

= p. 450, 1. 7 to p. 460, 1. 3 
= p. 459 Ji*"'* 

= p. 40n, ll. 3-23 
= p. 400 II ' 

= p. 460, 1. 24 to p. 461, 1. 31 
= a. 401, l.ntop. 462, 1. 22 
= p. 462 71^ 

= p. 4(i2, 1. 22 to p. 403, 1. 18 
= p. 462 ^ 

^ p. 403, 1. 18 to p. 464, 1. 10 

— p. 463 ii‘ 

= p. 404. n. 10-42 

— p. 465, ll. 1-25 

— p. 465, 1. 25 lo p. 466, 1. 20 
= j>. 460 

— p. 466, 1. 20 to p. 467, 1. 17 
= p. 460 71= 

= p. 467, 1. n lo p. 468, I. 10 
=. p. 46S, 1. 10 to p. 469, 1. 1 
= p, 469, ll. 1-20 
= 77. 469 11= 

= p. 470, ll. 1-20 
= 77. 470, 1. 20 to p. 471, 1. 20 
-- j7. 471, 1. 20 top. 472, 1. 12 
-- p. 472 71= 

= p. 472, 1. 12 to p. 473, 1. 7 
= p. 473, II. 8-39 
= J7. 453 71= 

= p. 474, ll. 1-27 
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Original 

Sih Edition Frr^int Ecprinl 

P. 571 t = p. 474, 1. 28 to p. 475, 1. 25 
P. 572 = p. 475, 1. 20 lo p. 476, 1. 19 

P. 573 -- p. 476, 1. 10 lo p. 477, 1. 11 

P. 573 n' = p. 476 n* 

P‘. 574 = p. 477, /. 11 (0 p. 478, 1. 4 

P. 575 t = p. 478, ll. 4-30 
P. 570 ?= p. 478, 7. 40 to p. 479, 7. 29 

P. 570 ll'- “ = p. 47!) ll'. “ 

P. 577 = p. 470, 7. 20 to p. 480, 7. 26 

P. 578 = p. 480, 7. 27 (o p. 481, 7. 19 

P. 578 ll' =ji. 481ii' 

P.579 =;>. 481, 77. 19-30 

P. 580 = p. 482, 77. 1-25 

P. 581 = yi. 482. 7. 20 7o yi. 48.3, 7. 22 

P. 581 ll' = ji. 483 ll' 

P. 582 = p. 483, 7. 22 lo p. 4S4, 7. 14 

P.58211' = yi. 483 11 = 

P. 582 ll' = yi. 484 ii' 

P. 583 = p. 484, 77. 15-33 

P. 583 ll' = yi. 484 ll' 

P. 584 = p. 48.5, 77. 1-28 

P. 584 ll' = p. 485 ll' 

P. 585 = yi. 485. 7. 28 lo yi. 480, 7. 30 

P. 585 ll ' = yi. 480 ii ' 

P. 580 = p. 480, 7. 30 /o yi. 487, 7. 25 

P. 580 11 ' = yi. 486 ir 

P. 587 ^ yi. 487, 7. 25 7o Ji. 488, 7. 17 

P. 587 ll' =- p. 487 ll' 

P. 587 ll' = p, 488 11 ' 

P. 588 = p. 488, 7. 17 lo p. 489, 7. 11 

P. 589 ^ yi. 4S!i, 7. 1 1 7o yi, 490, 7. 3 

P. 589 ll'.' = yi. 489 ii'.' 

P. 590 = p. 4!I0, 77. 3-30 

P.59011' =y). 490ii' 

P. 591 = p. 490, 7. 30 lo p. 491, 7. 31 

P. 592 = yi. 491, 7. 31 lo p. 4!>J, 7. 23 

P. 593 = p. 492, 7. 23 lo p. 493, 7. 10 

P. 594 = yi, 493, 7. 10 lo p. 491, 7. 9 

P.59 111' = p. 493 ll' 

P. 595 = p. 494, 77. 9-30 

P. 590 = p. 495, 77. 1-25 

P. 596 ll'. = = p. 495 ll'. ' 

P. 597 = p. 49.5, 7. 25 lo p. 490, 7. 25 

P. 598 = p. 490, 7. 25 lo p. 4!»7. 7. 18 

P. 599 = p. 497, 7. IS lo p. 498, 7. 10 

P. 599i!' = yj. 497 ll' 

P. 000 = Ji. 498, 7. 10 /o yi. 49!l, 7. 2 

P. 000 ll' = yi. 498 ll' 

1’. 601 = p. 499, 77. 2-20 

P. 601 ii' _ p. 4!)9 ll' 

P. 602 ^ p. 499, 7. 26 /o p. 500, 7. 29 

P. 002 ii' = p. 500 ll' 

P. 003 p. 500, 7. 29 70 p. 501, 7, 23 

P. 004 ^ p. 501, 7. 23 lo p. .502, 7. 17 

P.604 II ' --yi. .50111' 

P. 604 ll' — yj. 502 ii' 

P. 005 = p. 502, 7. 17 lo p. 503, 7. 11 

P. 006 = yi. 503, 7. 1 1 7o yi. 504, 7. 5 

P. 006 ll' ' = p. 503 n'.s 
P. GOO 11 ' — p. 504 ll' 


OrtTTinri/ 

Edition Premit llcprint 

P. 607 = p. 504, 77. 0-31 

P. 60711' =-p. 50411= 

P. 608 = p. 504, 7. 32 7o p. 505, 7. 23 

P. 608 ll' = p. 505 ll' 

P. 609 = p. 500, 77. 1-20 

P. 610 = p. iiOC, 7. 27 lo p. .507, 7. 25 

P. 610 II ' = yi. 506 ll' 

P. 611 ~ p. 507, 7. 20 lo p. .508, 7. 17 

P. 612 = p. .508, l.nio p. .509, 7. 12 

P. 613 -= p. ,509, 7. 12 7o yi. 510, 7. 3 

P.013 o' .= p. .509ii' 

P. 014 = p. 510. 77. 3-19 

P. 014 ll'.' = p. 510 ii'.= 

1'. 01.5 = yi. 510, 7. 19 lo p. 511, 7. 32 

P. 015 o'. = = p. 511 «'.= 

1'. 016 = yi. 511, 7. 32 lo p. 512, 7. 16 

P. OlOii' =p. 5llii= 

P. 616 ll'. = = p. 512 ll'. = 

P. 017 = p. 512, 7. 17 7o yi. .513, 7. 9 

P. 617 ll' = p. 513 ll' 

P. 618 =11 p. 513, 7. 10 lo p. 51 1. 7. 8 

P. 619 = p. 514. 7. 8 7o yi. .51.5, 7. 1 

P. 620 = p. 515, 77. 2-30 

P. 021 = y>. .51,5, 7. 30 7ii yi. 510, 7. 11 

P. 621 ll' = yi. 516 ll' 

P. 622 = yi. 510, 7. 12 7o yi. 517, 7. l!l 

P. 623 = yi. 517, 7. 19 7o yi. . 518 , 7. 11 

P. 624 = p. .518, 77. 12-27 

P. 024 ll' = p. .518 ll' 

P. 025 =. p. 519, ll. 1-34 

P. 026 = p. .519, 7. 34 lo p. 520, 7. 21 

P. 020 ii>. = = p. .520 ll'. ' 

P. 627 = p. 520, 7. 21 lo p. 521 , 7. 23 

P. 628 = p. .521, 7. 23 /u y>. ,522, 7. 14 

P. 029 = p. 523, 77. 1-27 

P.629 11 ' =yi. .523 ii' 

I’. 630 i=- p. 523, 7. 2S lo p. 521. 7. 27 

P. 631 = p. 524, 7. 27 lo p. .525, 7. 17 

P. 031 II ' = p. .52.5 II ' 

P. 632 = p. .525, 7. 17 7o p. 520, 7. 13 

P. 032 II ' = p. .525 11= 

P. 033 = yj. 520, 7. 13 7o yi. 527, 7. 5 

P.033 II ' =;i. .520 11' 

P. 034 ^ p. .527, ll. 0-39 

P. 034 II ' — p. 527 Ii' 

P. 03.5 = yi. 527. 7. 3!) lo p. .528, 7. 25 

P. 03.5 II ' = yi. 528 ii' 

P. 030 -- p. .528, 7. 2.5 7o yi. 529, 7. 21 

P. 030 ,1 ‘ = yi. 529 ll' 

P. 037 .= p. 530, ll. 1-20 

P. 637 ll'. = = p. 530 = 

P. 638 = p. 530, 7. 2 1 70 p. 531, 7. 22 

P. 638 ii‘. -= p. 531 n'. = 

P. 639 = p. 531, 7. 23 7o p. ,532, 7. 18 

P. 649 = p. 532, 7. 18, to p. .533, 7. 9 

P. 040 11' =p. 533ii' 

P. 041 = p. 533, 77. 10-30 

P. 041 ll' -= p. 533 11= 

P. 642 = p. 534, ll. 1-2 

P. 643 ^ p. 534, 7. 2 /o p. 535, 7. 13 
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Original 

Sth lidiliun Present Reprint 

P. 643 »'• 2 = p. 535 7i». * 

P. 044 = p. 535, 1. 14 lu Ji. 530, 1. 10 

P. 644 J? * •— p. 5S5 n’ 

P. 644 ii“ = p. 530 71^ 

P. 045 = p. 530, 1. 10 lo p. 537, 1. 11 

P. 045 7i‘ = p. 530 n"- 

P. 046 = p. 537, /. lllo p. 533. 1. 3 

P. 646 11^ = p. 537 77 ‘ 

P. 647 = p. 533, n. 3-3() 

P. 64S = p. 533, 1. 37 lo p. 530, 7. 20 

P, 04S )7* = p. 530 7i' 

P. 640 = p. 530, 1. 20 lo p. 510, 1. 17 

P. 640 = P- 530 77 - 

P. 640 77“ = p. 540 71 “ 

P. 650 = p. i540, 1. 17 lo p. 541, 1. 9 

P. 650 77 ' = p. 540 77 “ 

P. 050 II- — p. 541 77 “ 

P.051 = ^7. 541, /. 9 /o p. 542, /. 2 

P. 651 77 '. “ = p. 541 77 “- “ 

P. 051 77 ’ =J7. 54277 “ 

P. 652 = p. 542, II. 3-24 

P. 652 77 * — p. 542 II- 

P. 053 = p. 542, 7. 24 to p. .'i43, 7. 31 

P. 054 = p. 543, 7. 31 (0 p. 544, 1. 17 

P. 05477 ' .iJ7. 54377 ' 

P. 054 77 ' = p. 544 77 ' 

P. 035 = p. 544, 7. 18 lo p. 545, 7. 16 

P. 056 = p. 545, 7. 10 to p. 540, 7. 8 

P. 656 77 ' = p. 54.5 77 ' 

P, 656 77 ' =-p. . 54871 ' 

P. 057 r= p. 540, 7. 8 to p. 547, 7. 1 
P. 05771 ' =-! p. .546 77 “ 

P. 053 == p. 547, 77. 1-21 

P. 65S77'.-'- p.Uhi’-^ 

P. 650 -• p. 547, 7. 21 (o p. 543, 7. 0 

P. 0.50 77 ' — p. 54S 77 ' 

P. 060 == p. .540, 77. 1-27 

P. 061 p. .540, 7. 27 to p. 550, 7. 25 

P. 661 77 ' --p. 755677 ' 

P. 062 — p. .5.50, 7. 26 lo p. 551, 7. 19 

P. 002 77 ' = p. 5.50 77 “ 

I”. 062 77 “ — p. 551 77 * 

P. 063 = p. 551, 7. 19 lop. 5,52, 7. 12 

P. 064 = p. 552, 7. 13 lo p. 553, 7. 5 

P. 004 77 * = p. 5.52 77 ' 

P. 665 -- p. 553, 77. .5-39 

P. 006 =- p. 5.53, 7. 40 lo p. 551, 7. 28 

P. 006 77 ' -- p. 5,54 77 ' 

P. 067 - p. 554, 7. 20 lo p. 555, 7. 14 

P. 667 77 ' - - p. ,55.5 77 ' 

P. 668 = p. 550, 77. 1-27 

P. 009 p. 550, 7. 27 fo p. 557, 7. 26 

P. 670 = p. 557, 7, 26 7t7 p. 558, 7. 18 

P. 070 77“ = p. 558 n' 

P. 671 p. 553, 7. 19 lo p. 5,59, 7. 0 

P. 671 77' =p. 5.59/7' 

P. 672 = p. 559, 7. 6 7o p. 560, 7. 6 

IU73 = p. 500, 77. 6-40 
P. ^4 = p. 560, 7. 40 to p. 561 , 7. 33 

P.675 = p. 501, 7. 33 (op. 562, 7. 27 
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P. 670 

= p. 562, 1:21 lop. 5£3, 1. 20 

P. 077 

= p. 563, 1. 21 to p. 564, 1. 10 

P. 677 7/' 

= p. 563 77 ' 

P. 677 77 “ 

= p. 504 77* 

P. 073 

= p. 564, 1. 10 to p. 565, 1. 5 

P. 673 77' 

= p. 564 77 “ -j 

1’. 079 

=- p. 505, ll. 5-30 " 

P. 679 77“ 

= p. 565 77 ' 

P. 680 

= p. 565, 1. 30 to p. 566, 1. 29 

P. 680 71' 

= p. 565 77 “ 

P. 686 n- 

= p. 566 77 ' 

P. 681 

= p. 566, 1. 29 to p. 667, 1. 21 

P. 081 )7> 

= p. 507 77* 

P. 0X2 

= p. 507, 1. 22 lop. 568, 1. 11 

P. 682//' 

= p. 568 77 ' 

P. 083 

= p. 568, 1. 12 to p. 569, 1. 8 

P. 083 17* 

= p. 508 77 “ 

P. 684 

= p. 569, 1. 8 lo p. 570, 1. 2 

P. 684 77* 

= p. 569 77* 

P. 685 

= p. 570, ll. 2-38 

P. 686 

= p. 570, 1. 38 top. 571, 1. 19 

P. 686 77' 

= p. 571 77* 

P. 687 

= p. 571, 1. 20 to p. 672, 1. 23 

P. 688 

= p. 572. 1. 23 to p. 573, C. 5 

P. 688 77 ' 

= p. 572 77 ' 

P. 689 

= p. 674, ll. 1-24 

P. 690 

— p. 574, 1. 25 to p. 575, 1. 23 

P. 690 77 ' 

= p. 575 77 ’ 

P. 691 

= p. 575, 1. 24 to p. 670, 1. 17 

P. 891 7i' 

= p. 575 77® 

P. 692 

= p. 576, 1. 18 lo p. 577, 1. 9 

P. 093 

= p. 577, ll. 9-37 

P. 693 77 ' 

= p. 577 77* 

P, 694 

-- p. 578, //, 1-28 

P. 694 71' 

- p. 578 III 

P. 695 

= p. 578, /. 29 lo p. 579, /. 24 

P. 695 77 ' 

p. 579 77 * 

P. 696 

= p. 579. /. 25 to p. .580, 1. 20 

P. 697 

p. 580, 1. 20 lop. 581, 1. 11 

P. 69S 

=-p. .581,1. 11 top. 582, 1. 3 

P. 698 77* 

p. 581 77* 

P. 699 

= p. 582, ll. 3-29 

P. 699 77* 

= p. 582 77 * 

P. 700 

= p. 682, 1. 30 to p. 583, 1. 30 

P. 701 

= p. 583, 1. 30 to p. 584, 1. 1 1 

P. 761 77* 

= p. 584 77* 

P. 702 

= p. 584, 1, 11 to p. 585, 1, 14 

P. 702 77* 

= p, 584 77 “ 

P. 702 77= 

= p. 585 77 ' 

P. 703 

— p. 58,5, 1. 14 to p. 586, 1. 0 

P. 704 

= p. 586, 1. 9 to p. 587, 1. 2 

P. 705 

= p. 587, ll. 2-25 

P. 705 77* 

= p. 587 77* 

P. 706 

= p. 587, 1. 26 top. 588, 1. 18 

P. 706 77* 

— p. 588 77* 

P, 707 

=- p. 588, 1. 18 to p. 589, 1. 15 

P. 707 77* 

= p. 589 77* 

P. 708 

= p. 589, 1. IS to p. 590, 1. 10 

P. 708 77* 

= p. 590 77* 

P. 709 

= p. 590, 1. 11 to p. 591, 1. 6 
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P. 710 , = p. eSl, ll. 5-39 

P. 711 = ;j. 591, 1. 39 to p. 592, 1. 29 

P. .711ni =p.o^in'- 

P. 712 = p. 502, /. 30 to p. 393. 7. 23 

713 = p. 593, 1. 24 to p. 594, 1. 8 

P. 713 = p. 594 n‘ 

P. 714 '-= p. 594, ll. 8-33 

P. 714)ii =jO. 594n» 

P. 715 = p. 595, ll. 1-27 

P. 715 n* = p. 595 

P. 716 = p. 596, ll. 1-32 

P. 717 = p. 596, 1. 32 to p. 597, 1. 22 

P. 717 »' = p. 597 11^ 

P. 718 p. 597, 1. 22 to p. 59S, 1. 15 

P. 71S )i' ^ p. 597 n* 

P. 719 -- p. 598, 1. 15 to p. 599, 1. 8 

P. 720 - p. 599, 1. 9 to p. 600, 1. 2 

P. 721 = p. 600, ll. 3-36 

P. 721 = p. 600 

P. 722 = p. 600, /. 36 to p. 601, 1. 25 

P. 723 = p. 602, ll. 1-29 

P. 724 = p. 602, 1. 29 to p. 003, 1. 19 

P. 724 = p. 602 ni 

P. 724 n* = p. 603 n‘ 

P. 725 = p. 603, /. 19 to p. 601, 1. 3 

P. 725 ji' = p. 603 ti’ 

P. 726 = p. 604, ll. 3-33 

1’. 726 n'. » = p. 604 n'. 

P. 727 = p. 604, 1. 33 to p. 605, 1. 14 

P. 727 n‘'« = p. OOon'.s 

P. 728 = p. 605, 1. 14 to p. 606, 1. 8 

P. 729 = p. 600, ll. 8-39 

P. 720 n‘.» =p. 606?iO2 

P. 730 = p. 606, 1. 39 to p. 607, 1. 21 

P. 730 = p. 607 n‘ 

P. 731 = p. 607, 1. 22 to p. 60S, 1. 6 

P. 731 = p. 607 Ji« 

P. 732 = p. 608 ii‘ 

P. 732 = p. 608, ll. 0-33 

P. 732 Til p_ 608 Til 

P. 733 ^ p. 608, 1. 34 to p. 609, 1. 32 

P.733 Til =p. 009?ji 

P. 734 = p. 009, 1. 32 to p. 610, 1. 18 

P. 734 Til = p. 609 n' 

P.735 =;). 610, 71. 18-54 

P. 735 Ti* = p. 010 71* 

P.730 = j). Oil. 77. 1-29 

P.730 71* =:p. Ollii* 

P.737 =;t. 011,7. 30 70 /7. 6 1 2, 7. 8 

P. 737 71*. i = p. 012 71*. I 

P. 7.38 = J7. 612, 7. 9 to p. 613, 7. 9 

P. 739 .= p. 613, 77. 9-50 

P.740 = J7. 613, 7. 00 7o;i. 614, 7. 33 

P. 741 = p. 614, 7. 33 to p. 615, 7. 10 

P. 741 n* = p. 614 71* 

P. 742 = p. 615, 7. 16 to p. 616, 7. I 

P. 742 7i*-i = p. 615 7i‘-i 
P. 743 = p. 616, 77. 1-30 

P. 743 n* = p. 616 n* 

P. 744 = p. 616, 7. 30 to p. 617, 7. 18 
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P. 744 71* = p. 616 n® 

P. 745 = p. 017, 7. 18 to p. 618, 7. 3 

P. 745 71*. I =/). 617n*.i 
P. 746 = /). 618, 77. 3-44 

P. 747 = p. 018, 7. 44 to p. 619, 7. 17 

P. 747 71* = p. 618 71* 

P. 747 71® = p. 619 71* 

P. 748 = J7. 619, 7 17 to p. 020, 7, 10 

P. 748 71* = p. 620 71* 

P. 749 = p. 620, 77. 10-50 

P. 750 = p. 620, 7. 51 7o p. 021,7. 35 

P. 7.50 71* = p. 021 71* 

P. 751 = /). 621, 7, 36 to p. 622, 7. 21 

P. 752 = p. 622, 7. 21 to p. 623, 7. 4 

P. 7.53 = p. 023, 77. 4-40 

P. 7.53 71* = p. 623 71* 

P. 754 = /). 624, ll. 1-31 

P. 754 ni = p. 624 7i* 

P. 7.55 = p. 624, 7. 31 to p. 625, 7. 22 

P. 755 >1* = p. 625 71* 

P. 756 = p. 625, 7. 23 to p. 626, 7. 11 

P. 756 71*. ^ — p. 625 71*. I 
P.757 =/). 626, 77. 11-37 

P. 757 7i’. * = /). 626 Ti*. * 

P. 758 = p. 627, 77. 1-22 

P. 758 71*. * = p. 627 71'. i 
P. 759 = p. 627, 7. 22 to p. 628, 7. ] 4 

P. 7.59 71* = /). 627 7i> 

P. 759 71* = p. 628 71* 

P. 760 = p. 028, 7. 14 to p. 629, 7. 10 

P. 760 71* = p. 628 n* 

P. 761 = /). 629, 77. 11-33 

P. 761 71 ’ = p. 029 71* 

P. 762 = p. 029, 7. 33 to p. 630, 7. 37 

P. 763 = p. 630, 7. 37 to /J. 631, 7. 17 

P. 763 71* = p. 630 71* 

P. 703 71* = p. 031 71* 

P.704 =/>. 631, 7. 17 (o/j. 632, 7. 2 

P. 764 71* = p. 632 71* 

P. 76.5 = p. 632, ll. 3-33 

P. 766 = p. 032, 7. 33 to p. 633, 7. 30 

P. 767 = p. 633, 7. 31 7o p. 034, 7. 6 

P. 767 71* = p. 633 71* 

P. 768 = p. 6.34, 77. 6-38 

P. 768 71'.* =- p. 034 Ti*.* 

1'. 769 = p. 035, ll. 1-33 

P. 770 = p. 636, 77. 1-32 

P. 770 71* = /). 036 Ti* 

P.771 = /i. 636, 7. 32 7o p. 637, 7. 16 

P. 771 71* = p. 630 71* 

P. 771 ll* = p. 637 71* 

P.772 = 37. 637, 7. 16/0 p. 638, 7. 15 

P. 773 = p. 638, 77. 1.5-57 

P. 774 = p. 638, 7. .57 to p. 639, 7. 39 

P. 774 71* = p. 639 71* 

P. 775 = p. 639, 7. 39 to p. 640, 7. 25 

P. 775 71* = p. 639 71* 

P. 776 = p. 640, 7. 23 to p. 641, 7. « , 

P. 777 = p. 641, 77. 8-50 

P. 778 = p. 641, 7. 50 to p. 642, 7. 34 
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P. 779 = p. 642, 1. 34 to p. 643, 1. 18 

P. 780 = p. 643, II. 19-54 

P. 780 n' = p. 643 n' 

P. 781 =- p. 644, U. 1-28 

P. 781 n> = p. 644 

P. 782 -- p. 644, 1. 28 to p. 645, 1. 22 

P. 783 - ^ p. 645, 7. 22 to p. 646, 7. 6 

P. 784 p. 646, 77. 6-21 

P. 785 = p. 047, It. 1-30 

P. 78.7«' -j). 647 ni 

P. 786 = p. 647, 7. 30 to p. 648, 7. 25 

P. 787 = p. 048, 7. 25 la p. 049. 7. 10 

P. 788 = p. 049, 77. 10-37 

P. 788?i'.= -■= p. 649 H'.a 

P. 789 -- p. 0.-)0, 77. 1-27 

r. 789 II ‘ 050n‘ 

P.790 =■ ;i. 6.70, 77. 27-36 

P. 790 h' — p. OSO n- 

P. 791 = p. 652, 77. 1-34 

P. 791 ?i* .= p. 652 n'- 

P. 792 = p. 052, 7. 34 to p. 053, 7. 29 

P. 793 = p. 053, 7. 29 to p. 051. 7. 13 

P. 794 ^ p. 055, 77. 1-36 

P. 794n’~-* -= p. 655 

P. 795 - p. 055, 7. 30 to p. 650, 7. 33 

P. 795 «' = p. 656 Ji' 

P. 796 = p. 050, 7. 33 to p. 057, 7. 18 

P. 7,96«> =/?. «5«k* 

P. 797 -= p. 657, 7. 18 to p. 658, 1. 4 

P. 797 n' =- p. 657 

P. 798 -•= p. 658, II. 1-47 

P. 799 = p. 058. 7. 47 to p. 659, 7. 30 

P. 800 = }). 659, 7. 31 to p. OOO, 7. 4 

P. SnOii' =p. OOOji' 

P.801 ^ j). 660, 77. .5-46 

P. 801 n'"-" — ji. 660 ]i--‘ 

P. 802 .= p. 660, 7. 40 to p. 06 1, 7. 33 

P. 802 n* = p. 661 ii‘ 

P. 803 =.-= p. 601, 7. 33 to p. 062, 7. 20 

P. 804 = p. 062, 7. 26 to p. 663. 7. 3 

P. 804 = p. 663 

P. 805 = p. 664, 77. 1-36 

P. 805 li'. = = p. 064 II*. * 

P. 806 = p. 664, 7. 36 to p. 665, 7. 15 

P. 806 «* = p. 065 »* 

P. 807 = p. 600, 77. 1-18 

P. 807 n*. - = p. 660 n*. “ 

P.808 _=j). 006, 77. 16-39 

P. 808 /i'.= = p. 006 n’. ‘ 

P. 809 p. 007, II. 1-24 

P. 809 n*.' -^p. 667 Ji’.= 

P. 810 = p. 667, 7. 25 to p. 668, 7. 29 

P. 810 n' = p. 667 n’ 

P. 810n“ 608 II* 

P. 813 = p. 670, 77. 1-29 

P. 813n*.“ = p. 670 n*.* 
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P.814 =p. G10,l.;iO top. 611,1.25 

P.815 p.61\.l. 25 top. en, 1.9 

P.810 -^p. 612,11.9-4,4 

P. 816 It* -p. 672 i!* 

P. 817 p. 613, 77. 1-34 

P. 818 ^ p. 613, 1. 35 to p. 674, 7. 24 

P. 819 — p. 674, 1. 25 to ]0615, 1. 9» 

P. 820 = p. 615, 77. 9-41 

P. 820 It*. * -- p. 615 n*. » 

P. 821 - p. 615, 7. 42 to p. 670, 7. 27 

P. 822 ^ ;j. 677, 77. 1-29 

P. 822 u* = p. 611 a* 

P. 823 = p. 611, 1. 29 to p. 678, 1. 19 

P. 823 It* - p. 678 II* 

P. 824 = p. 678, 7. 19 to p. 679, 7. 7 

P. 825 = p. 679, 77. 8-51 

P. 826 = p. 679, 7. 51 to p. 680, 7. 36 

P. 827 = p. 680, 7. 36 to p. 681, 7. 16 

P. 827 )!’.“= p. 681 It*. “ 

P. 828 = p. 681, 7. 17 to p. 682, 7. 6 

P. 828 It* = p. 681 If* 

P. 829 = p. 682, 77. 6-35 

P. 829 H*. * = p. 682 It*. * 

P. 830 = p. 683, 77. 1-32 

P. 831 .= p. 683, 7. 32 to p. 684, 7. 25 

P. 831 n* = p. 683 it* 

P. 831 n* = p. 084 it* 

P. 832 = p. 684, 1. 26 to p. 685, 1. 10 

P. 833 = p. 680, 77. 1-33 

P. 833 It* = p. 686 It* 

P. 834 = p. 080, 7. 33 to p. 687, 7. 26 

P. 8.35 = p. 687, 7. 26 to p. 688, 7. 12 

P. 835 It* = p. 087 a* 

P. 836 = p. 688, 77. 12-53 

P. 837 = p. 688, 7. 54 to p. 689, 7. 27 

P. 838 -- p. 090, 77. 1-24 

P. .839 - p. 090, 7. 24 to p. 691, 7. 26 

P. 840 _ p. 091, 7. 26 to p. 692, 7. 15 

P. 841 = p. 692, 7. 16 70 p. 693, 7. 3 

P. 842 p. 093, 77, 3-45 

P. 843 = p. 693, 7. 45 /o p. 694, 7. 30 

P. 844 ^ p. 694, 7. 30 to p. 695, 7. 25 

P. 845 = p. 095, 7. 25 to p. 696, 7. 12 

P. 846 = p. 696, 7. 13 to p. 697, 7. 9 

P. 847 --= p. 697, 77. 9-54 

P. 848 - p. 697, 7. 54 to p. 698, 7. 33 

P. 849 = p. 698, 7. 34 7o p. 699, 7. 28 

P. 850 -- p. 699, 7. 28 to p. 700, 7. 12 

P. 851 p. 700, 77, 12-57 

P. 852 - p. 700, 7. 67 7o p. 701, 7. 37 

P.853 ^ p. 701, 7. 38 (op. 702, 7. 25 

P. 8.54 = p. 702, 7. 26 to p. 703, 7, 16 

P. 855 = p. 703, 7. 16 (o p. 704, 7. 2 

P. 850 = p. 704, 77. 3-46 

P. 857 = p. 704, 7. 47 (o p. 705, 7. 32 

P. 858 = p. 705, 7. 32 to p. 706, 7. 9 
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